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as follows 9 read, 4 being as follows 9 . 
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first \ 

Page 125 , para . 163, line 17 . — For 4 Co-operatvie 9 read 
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Page 133, para. 171, line 19. — Omit comma between ‘ selected 9 
and 4 places 9 . 
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and 4 department 9 . 
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4 Provincial Governments \ 

Page 522. — Insert an asterisk after 4 M. Jamal Mahomed 9 . 

Page 625, line 5. — For 4 Proper ’ substitute 4 proper 9 . 
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Page 626 , line 19. — Read 4 Witnessed giving evidence 9 for 
4 Evidence \ 

Page 629 , Zme 7 from bottom. — For * depositors apprehensions * 
read 4 depoHitors , apprehensions \ 

Page 645 , para . 2, first line . — For 4 assist on 9 read 4 assist in 9 . 
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Page 654, line 4 from bottom. — For ‘interests ’ read 4 interest ’. 
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Page 659, clause ( k ). — For 4 expenses 9 read 4 expense 9 in the 
last line. 

Page 664, clause { e ). — For 4 2 * in the last column against 1910 
read 4 20 \ 

Faf/c 6'6‘fi, para. 12, line 17. — For 4 property ’ read 4 properly \ 
Page 668, para. 6, line 2. — Delete comma after 4 deposits 9 . 

Page 674, para. 5, first line. — For 4 th seasonal 9 read 4 the 
seasonal \ 

Page 675, para. 9, clause (/>). — For 4 rate demand loans ’ read 
‘rate for demand loans 9 . 

Page 676, 2nd line. — For 4 or commercial ’ read 4 commercial or 9 . 

Page 681, clause (7), first line. — Read 4 on 9 for 4 or 9 after 
4 auditor \ 

Page 681, clause {16), last line. — Read 4 affects 9 for i affect \ 

Pages 687 , item {46). — For 4 shareholders, 114 ’ read 4 share- 
holders 9 . 

Page 687, item {49). — For 4 charges ’ read 4 changes \ 

Page 687 , item {51). — Read 4 blank 9 for 4 bank \ 

Page 690, last para., line 3. — For 4 prove 9 read 4 proves \ 
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Page 693 , clause {1) under 11 — Central Co-operative Banks . — 
Omit the colon between 4 that 9 and 4 no 
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Page 702, line 7 from bottom. — For 4 o 9 read 4 to 9 after 4 good 9 . 
Page 703, line 2. — Insert comma after 4 whole 9 . 

Pages 705, line 21. — For 4 or ’ read 4 of 9 . 

Page 705, line 22. — For 4 manners 9 read 4 manures 9 . 

Page 705, line 39. — Read 4 army of 9 for 4 army or 9 . 

Page 705, line 47. — Omit comma between 4 all 9 and 4 these 9 . 
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Page 707 , line 7 from bottom. — For 4 adoptable 9 read * adaptable \ 
Page 707 , line 3 from bottom . — Insert 4 good y after * great \ 
Page 711 , para. 5 , Zine 7. — For c catastrophe 9 read 4 catastrophic \ 
Page 712, para. 3, Zing 9. — Correct 4 Glassgow 9 into 4 Glasgow \ 
Page 716 , Zi/ie 8. — For 4 demand 9 read 4 demands 9 . 

Page 716, line 18, under Rural Reconstruction Societies. — Read 
4 increase ’ for ‘ increased 9 . 

Page 718, line 19. — Insert a semi-colon after 4 before 9 . 

Page 718, line 41. — Read 'utopian 9 for 4 utonian 9 . 

Page 718, line 8 from bottom. — For 4 land 9 substitute 4 borrowers \ 
Page 721, line 12 from bottom. — For 4 organised , read 4 organize \ 
Page 723, line 13. — For 4 guarantet 9 read 4 guarantee ’. 

Page 723, lines 18 fy 17 from bottom. — Read 4 antiquated 9 for 
4 antequated 9 . 

Page 724, line 8. — Read 4 real ’ for 4 rtal 

Page 725, Une> 16. — Substitute comma for full-stop after 4 India 9 . 

Page 725, line 20. — Substitute full-stop for semi-colon after 
4 aimed at \ 

Page 726 , line 27. — Read 4 arises ' for 4 arise \ 

Page 728, line 7 from bottom. — For 4 prict ’ read 4 price ’ . 

Page 729, para. 4, line 3. — For 4 he handed 9 read 4 be handed 9 . 
Page 729, para. 9, line 6. — For 4 years supply ’ read 4 year’s 
supply \ 

Page 730, line 11 from bottom. — For 4 lightening 9 read 
4 lightning \ 

Page 731, line 14. — For * samples 9 read, 4 surplus \ 

Page 731 , line 20. — For 4 extent to ' read 4 extent of 9 . 

Page 731. — For 4 be paries 9 read 4 beparis 9 wherever the word 
occurs. 

N.B . — A number of obvious misprints have been corrected in the kst 
above. Rush of work and desire for economy are responsible for these 
and any other undetected errors. — V. K. A. A yang Ait. 
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CHAPTER I. 

INTKODU CTOBY . 

The demand ‘for a banking enquiry in India is very old and 
was voiced as early as 1890 at the first Industrial Conference in 
the following words : — 

“No fact in the economic condition of this country arrests 
more forcibly our attention than the contrast pre- 
sented by the hoards of unused capital stored up in 
the vaults of the Presidency and other exchange 
banks and the high premium Government securities 
command on the one side, and on the other „the utter 
paralysis of industry in rural India due to the poverty 
of the resources of the classes engaged in the pro- 
duction of wealth. It would appear as if some im- 
penetrable barrier intercepted the overflow of wealth 
and barred the channels of communication between 
the reservoirs of capital and the parched fields of 
industry dried up for want of the wealth-bearing and 
fertilizing moisture.’ * 

To come to recent times, in 1914 the Royal Commission on 
Indian Finance and Currency urged the appointment of a com- 
mittee to study certain questions connected with banking. Later 
on in 1918, the Industrial Commission made the following recom- 
mendation : — 

“We ask, therefore, for the appointment at the earliest pos- 
sible date of an expert committee to consider what 
additional banking facilities are necessary for the 
initial and for the current finance of industries ; 
what form of Government assistance or control will 
be required to ensure their extension on sound lines 
as widely as possible throughout the country; and 
whether they should be of provincial or of imperial 
scope, or whether both these forms might not be 
combined in a group of institutions working together’ \ 

In 1919, the Hon’ble Mr. (now Sir) B. N. Sarma moved a 
resolution in the Imperial Legislative Council urging the appoint- 
ment of a banking committee. More recently, in 1924, the Ex- 
ternal Capital Committee observed, “India possesses vast stores of 
dormant capital awaiting development and in order to make these 
available for investment, facilities should be .increased and extend- 
ed. We would emphasize the importance of a co-ordinated survey 
being undertaken at the earliest opportunity of the whole field of 
banking in India.” 

2. While the Government of India were considering, in consul- 
tation with the local Governments, both the method of surveying 

A 
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the field, and of encouraging the development, of banking in Tndia, 
the report of the Eoyal Commission on Indian Currency and 
Finance, 1926, was received. After examining the replies from 
the local Governments and the Commission’s Report, the Govern- 
ment of India came to the conclusion that it would be preferable 
to postpone further enquiry into the field of banking as previously 
contemplated until the Reserve Bank was established and some 
experience of its working had been gained. 

3. When, therefore, in February 1927, Mr. S. N. Haji moved 
a resolution in the Legislative Assembly recommending the 
appointment of a commission to investigate the existing condition 
of banking in India, the Government of India decided that the 
time was* not opportune for the appointment of such a committee. 
They further considered that it was desirable to await the Report 
of the Royal Commission on Agriculture in India, as in their 
opinion an important portion of the ground of the proposed banking 
enquiry was covered by the terms of reference to that Commission. 

4. The Reserve Bank Bill was rejected by the Legislative 
Assembly in 1928. The report of the Royal Commission on Agri- 
culture was presented in April of the same year. These two 
factors, coupled with the resolutions* of the Associated Chambers 
of Commerce of India and Ceylon and the Federation of Indian 
Chambers of Commerce and Industry, at their annual meetings 
in December 1927 and 1928 respectively urging upon the Govern- 
ment immediately to appoint an Indian Banking Enquiry Com- 
mittee, led Government to change their previous attitude in regard 
to the Enquiry and to take steps for its inauguration. After 
ascertaining fully the views of the two commercial bodies mentioned 
above, and after further discussions with the representatives of 
the various political parties in the Central Legislature, which 
disclosed a fairly general consensus of opinion as to the broad lines 

* The resolutions of the two bodies are quoted below : — 

(i) The Associated Chambers of Commerce of India arid Ceylon : 

** This Association urges on Government the advisability of holding, 
at an early date, an examination into hanking in Tndia with a 
view to steps being taken to regulate banks and banking business 
in this count ry ”. 

(ii) The Federation of Indian Chambers of Commerce and Industry : 

“ The Federation urges upon the Government of Tndia to immedi- 
ately appoint an Indian Banking Enquiry Committee with 
special reference t > look into the system of Indian indigenous 
banking ( shnrafi ) with a view to develop and foster the same 

The following resolution had also been passed in 1927 at the fifth session of 
the Indian Industrial and Commercial Congress, bv which name the Federation 
of Indian Chambers of Commerce was then known : — 

“ This C uigross urges upon the attention of the Government of India, 
the resolution moved in the Legislative Assembly by Mr. Sarabhai 
N. Haji regarding the appointment of an Indian Banking Enquiry 
Committee consisting of a majority of Indians and an Indian 
Chairman with a special reference to look into the organization of 
Indian indigenous bank : ng with a view to footer and develop the 
same and strongly urges upon the Government the need for the 
immediate appointment of such Committee 
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of the propose) Enquiry and its objects, the Government of India 
prepared a scheme for enquiry and forwarded it for the considera- 
tion cf the local Governments whose co-operation, they considered, 
was essential. 

5, The plan which was approved by the local Governments was 
to split the Enquiry into three stages. In the first stage a number 
of Provincial Committees, with persons possessing intimate know- 
ledge of local conditions, were to be appointed to deal with the 
following subjects, viz ., agricultural credit including co-operative 
credit, credit facilities for small industries, mortgage banks, 
financing of internal trade and stimulation of habits of investment 
and attraction of banking deposits. After the Provincial Com- 
mittees had reported, an all-India Committee was to continue the 
w T ork by making investigation into certain fields of banking excluded 
from the scope of the Provincial Committees’ Enquiry, such as regu- 
lation of banking, banking education and credit facilities for India’s 
main industries such as cotton, jute and coal. This was to be the 
second stage of the Enquiry. When the Central Committee had 
completed the survey of the whole banking field, the third and 
the last stage would be reached when a small body of foreign ex- 
perts, selected by Government and having experience of rural 
credit and industrial banking, was to be appointed to assist the 
Central Committee in coming to their conclusions. 

6. The Provincial Committees were accordingly constituted and 

all of them began regular work by the beginning of August 1929 
except the Punjab Committee which began a little later. The first 
of the provincial reports was received in May 1930 and though the 
reports of certain Committees were published so late as November 
of the same year, we were supplied with advance copies before 
that date. We cannot adequately express our gratitude to the 
Provincial Committees for the comprehensive picture they have 
drawn for us of the conditions in the provinces and for the valuable 
recommendations and suggestions they have made. We have in 
fact used the material contained in these reports so freely in our 
ow T n report that we have not found it possible to acknowledge our 
indebtedness at each place.* At the same time we should like to 
draw attention to the fact that owing to the comparative shortness 
of time allowed and the rigid economy practised, which stood in 
the way of these Committees undertaking a more thorough inves- 
tigation of the various questions concerning the economic condi- 
tions and the banking problems of their provinces, and for various 
other reasons mentioned in their reports, it was difficult for them 
to work out satisfactory statistical data relating to the amount of 
rural indebtedness, the amount of agricultural finance required, 
and the volume of b usiness of the idi ge nous bankers. 

♦References have, however, been given bv footnotes on several pages of the 
Report to the paragraphs in the Provincial Committees’ Reports, e.g. t Bengal, 
paras. 340 -56 on page 12. 

A 2 
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7. Our Committee was formally appointed in the Government 
of India’s Eesolution No. F. 2 (4)-F./29, dated the 22nd July 3929, 
with the following personnel : — 

Chairman . 

1. The Hon’ble Sir Bhnpendra Nath Mitra, Who commenced his regular duties-- 
K.C.S.I., K.C.I.E , C.B.E. on the termination of his appoint- 

ment as Member of the Executive 
Council of the Governor General. 


V ice - Chairman . 


2. Sir Purehotamdas Th&kurdas, 

C.I.E., M.B.E., M.L.A. 

3. Mr. D. P. Khaitan 

4. Mr. B. F. Madon . 

5. Sir Hugh Cocke, Kt. 

6. The Hon’bb Mr. J. H. Fyfe , 

7. Dr. L. K. Hyder, M.L.A. 

*9 

8. Mr. Manu Subedar 

9. The Hon’ble Mr. V. Ramadas Pantulu 

10. Rai Jamini Mohan Mitra Bahadur 

11. Mr. W. Lamond . 

12. Lala llarkishen Lai . • , 


Kt., Who acted as Chairman pending* 
the taking up of his duties by 
Sir Bhupendra Nath Mitra. 

, } Nominated in consultation with the 
r Federation of Indian Chambers of 
. 3 Commerce and Industry, 

Nominated in consultation with the 
Associated Chambers of Commerce 
of India and Ceylon. 

!■ Indian Economists. 


Representatives of the Co-operative 
movement. 

. Nominated in consultation with the- 
Imperial Bank of India. 

. Joint-Stock Banker. 


13. Mr. R. W. Buckley • Representative Exchange Eankei- 

Nominated in consultation with 
the Exchange Banks’ Association- 

14. The Hon’ble Raja Sir Annamalai’j) 

Chettinr, Kt, > Indigenous Bankers. 

15. Mr. Jadu Nath Roy . . . .) 

16. Mr. G. K. Devadhar, C.I.E. . . .*1 


17. Mr. R. K. Shanmukham Chetty, M.L.A. 


18. Choudhri Mukhtar Singh, M.L A. , 

19. Seth Haji Abdoola Haroon, M.L.A. 

20. Mr. Jamal Mahomed 


I Representatives of the general 
Y interests of th^ public from the 

I side of those who require credit 
facilities. 


21. Nawab Sir Sahibzada Abdul Qaivum, 
K.C.I.E., M.L A. 


Mr. V. K. Aravamudha Ayangar, C.I E. . Secretary 
Mr. R. P. Masaui ..... Joint Secretary* 


8. The Committee suffered a severe loss by the sudden death 
of Mr. B. F. Madon and the vacancy thus created was filled by 
Mr. Niilini Banjan Barker, who was nominated by the Federation of 
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Indian Chambers of Commerce. The Hon’ble Mr. J. H. Fyfe 
had to resign from the Committee owing to his departure from 
India, and in his place Mr. F. V. Bushfortk was nominated by 
the Associated Chambers of Commerce. We also regret that 
owing to considerations of health and private affairs we were 
deprived of the valuable services of the Hon’ble Baja Sir Anna- 
malai Chettiar who resigned his membership of the Committee in 
December 1930. Bai Jamini Mohan Mitra Bahadur, one of the 
Co-operative experts, attended our first meeting in Bombay, but 
his services were not made available for our subsequent delibera- 
tions. At the time of signing the report, the strength of the 
Committee was thus nineteen, 

9. The terms of reference which were decided by the Gov- 
ernment of India in consultation with us at our first meeting held 
in Bombay at the end of June 1929, are as follows : — 

“To investigate past records and existing conditions of banking 
in India including the organization of the Money Market and to 
consider the steps, if any, that are feasible and desirable under 
the following main headings : — 

(a) the Development of Banking with a view to the expan- 

sion of indigenous, co-operative and joint-stock bank- 
ing with special reference to the needs of agricul- 
ture, commerce and industry; 

(b) the Regulation of Banking with a view to protecting 

the interests of the public; and 

(c) Banking Education with a view to the provision of 

Indian personnel in adequate numbers and with the 
necessary qualifications to meet the increasing needs 
of the country for a sound and well-managed national 
system of banking.” 

10. Our first task on appointment was to prepare a question- 
naire both in regard to the subjects reserved for our own direct 
investigation and also for the subjects allocated to the Provincial 
Committees. The issue of a standard questionnaire for the use of 
Provincial Committees was considered necessary in order to facili- 
tate tabulation of the results of the provincial enquiry. These 
two forms of questionnaire were settled at our first meeting in 
Bombay and the provincial questionnaire was forwarded to the 
Provincial Committees through the Government of India and the 
Provincial Governments concerned. The Provincial Committees 
were requested to add questions which they considered necessary 
for the purpose of eliciting information regarding special local or 
provincial features. All the Committees have availed themselves 
of this suggestion. 

11. As stated above, we held our first meeting in Bombay in 
June 1929 for settling, among other things, the questionnaire for 
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both the Central and the Provincial Committees. Our next meet- 
ing was held in Delhi in February 1930 to consider our future 
programme and we decided that the headquarters of the Committee 
should be located at Bangalore up to the end of June 1930 and 
transferred to Toona for the rest of the period. Under the 
guidance of the Chairman, Sip B. N. Mitra, who assumed charge 
in April 1930 at Bangalore, the secretariat of the Committee spent 
the early months of the official year in preparing a summary of the 
Provincial Committees’s reports for the use of the members of the 
Central Committee. In view of the vastness of the material we 
had to study and examine, such a summary was essential. The 
examination of witnesses began from the middle of August 1930 
and lasted till the middle of October. We examined three more 
witnesses, including two officials, in March 1931 at New Delhi. In 
all 55 witnesses were examined. The witnesses were sufficiently 
representative and included 8 Chambers of Commerce, 5 trade 
associations, 8 economists, 6 bankers and 7 representatives of the 
co-operative movement. 

Towards the end of October 1930, in response to an invitation 
from His Majesty's Government, the Chairman had to leave India 
to attend the Round Table Conference in London. He returned 
to India on the 23rd January 1981. 

12. In their communique dated the 6th of October 1930, the 
Government of India announced the appointment of Ihe following 
foreign experts : 

(1) Mr. G. C . CosscJs — 

Manager of the Bank of Montreal, London. 

(2) Mr. B. Currie — 

Partner in Glyn, Mills and Company. 

(3) Dr. A. Friederich — 

General Secretary of the Union Co-operative Society, 
Darmstadt. 

(4) Dr. O. Jeidels — 

A managing partner of the Berliner Handels-GescellaschafL 
Berlin, Member of the Board of German National 
Railway Company, and Director of various other 
companies in Germany. 

(5) Mr. A. P. McDougall , C.B.E. — 

Chairman and Managing Director of Midland Marts Limited 
and Chairman of Midland Wool Groupers Limited, 
formerly President, Co-operative Farms Trading 
Society in Scotland. 

(6) Dr. L . J . A. Trip — 

Former Treasurer General at Department of Finance, the 
Hague, and former President to Bank of Java. 



INTRODUCTORY. 


7 


They arrived in Bombay on the 12th of December 1930 and 
after a few weeks’ tour about the country, reached Delhi on the 
9th of January 1931. Meantime, to suit the convenience of cer- 
tain members of the Committee who were also members of the 
Legislative Assembly, it had been decided to move the Committee a 
secretariat from Poona to Delhi. 

13. Owing to the unexpected delay in the return of Sir B. N. 
Mitra from London, it was not possible for us to meet the experts 
before the 26th of January 1931. Our joint discussions with them 
lasted till the 16th of February 1931 after which date we were 
occupied with the drawing up of our provisional conclusions on the 
subjects already discussed with them. Our discussions were re- 
sumed on the 4th of March and continued for a fortnight. Dr. 
Jeidels left for Germany on the 7th February, and the remaining 
experts left India on the 14th March except. Mr. McDougall and 
Dr. Friederich who sailed a week later. 

14. According to paragraph 5 of the Government of India’s 
Resolution, dated the 22nd July 1929, the experts were entitled 
to submit to us a report of their own, if necessary, and in that case 
w r e were required to submit their report together with our own 
report to the Government of India. The report submitted by the 
experts is accordingly printed as an appendix to our report and is 
submitted to Government. 

15. In order to complete the banking picture for the whole of 
India, the Government of India announced in their press com- 
munique dated the 12th June 1929, that they wished to offer faci- 
lities to any of the Indian States that might desire to associate 
themselves with our Enquiry. In accordance with this offer the 
following States appointed their own Committees : — 


1 . 

Akalkote. 

10. 

Jodhpur. 

2. 

Aundh. 

n. 

Kolhapur. 

3. 

Baroda. 

12. 

Orcha. 

4. 

Bhopal. 

13. 

Patiala. 

5. 

Bikaner. 

14. 

Phaltan. 

6. 

Dhar. 

15. 

Porbandar. 

7. 

Dholpur. 

16. 

Pudukottah 

8. 

Gwalior. 

17. 

Ratlam. 

9. 

Hyderabad. 

18. 

Savanur. 


19. Travaneore. 

These Committees were supplied with the questionnaire pre- 
pared by us and were also furnished from time to. time with all 
material that was placed at the disposal of the Provincial Com- 
mittees. 
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The reports of the following Committees have been received 


1. Akalkote. 

2. Aundh. 

3. Baroda. 

4. Bhopal. 

5. Bikaner. 

6. Dhar. 

7. Gwalior. 


8. Hyderabad. 

9. Kolhapur. 

10. Orclia. 

11. Phaltan. 

. 12. Porbandar. 

13. Ratlam. 

14. Savanur. 

15. Tramncore. 


We understand that the Jodhpur, Puddukottah and Dholpur 
Barbara have not prepared any reports of their enquiry. 

We desire to place on record our grateful appreciation of the 
care and thoroughness with which the States Committees have 
done their work. 


16. We should like here to refer to a point which has engaged 
our serious attention in the course of our deliberations, namely, 
the constitutional problem of India and its bearing on the questions 
under our consideration. Although it was felt by some of us that 
a good banking system should function independently of any 
form of constitution, we all felt nevertheless the necessity at 
many points of our Enquiry of knowing what the future constitu- 
tion of India was going to be. In order that our discussions 
might proceed on the basis of a common angle of vision, we 
agreed that the fundamental basis for making our recommenda- 
tions should be that the administration of the provinces and the 
Central Government would be wholly in the hands of Ministers 
fully responsible to the respective legislatures. It should be clearly 
understood that all our recommendations are based on this funda- 
mental assumption. 

17. We append to our report three separate minutes or notes of * 
dissent. The first of these is by Mr. Ramadas Pantulu and deals 
with indigenous bankers; the second is by Mr. Nalini Ranjan 
Sarker and deal« mainly with the financial requirements of indus- 
tries and the financing of foreign trade; the third is signed by six 
of our colleagues, viz . , Sir Purshotamdas Thakurdas, Mr. Khaitan, 
Mr. Jamal Mahomed, Mr. Ramadas Pantulu, Mr. Shanmukham 
Chetty and Mr. Mukbtar Singh, and deals mostly with the financ- 
ing of foreign trade. We shall deal with the subject matter of 
these various minutes in the appropriate chapters of our report. 

18. We also append a separate report by Mr. Mann Subedar. 
This report is a tome by itself and covers ground which is common 
to both his report and ours. It was received too late for us to 
give detailed consideration to it and make our comments on it. 
The deliberations of the Committee ceased on 11th April 1931 and 
by the 2nd J une we had not received the signed copy of Mr. Manu 
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Subedar’s report,* though portions of the report became available 
to us in proof from 25th May, the last portion being placed in our 
hands on 28th May. 

It is not correct, as stated by Mr. Manu Subedar in paragraph' 
2 of his report, that he had no opportunities for discussion of the 
whole problem with the other members of the Committee. The 
volumes of evidence bear ample testimony to the contrary. He 
also remained associated with us when we were formulating our 
conclusions and participated actively in the discussions thereon. 

As we have already stated, it lias not been possible for us to 
comment on the ieport at length as we would have desired. Tn 
so far as he considers that the value of our work lias suffered from 
lack of any direct link between our Committee and the Provincial 
Committees or doubts the reliability of facts incorporated in the 
reports of the latter, we disagree with his criticism in this connec- 
tion. The acting Chairman of our Committee maintained neces- 
sary contact with the Provincial Committees. The members of 
our Committee were invited to join tire deliberations of the Pro- 
vincial Committees and some members took advantage of such 
invitation. The acting Chairman, as well* as several of our 
members also met the Chairmen and the Secretaries of the Pro- 
vincial Committees in a conference at Calcutta in January 1930 
and discussed various matters relating to the Enquiry. By this 
means personal contact was maintained between the Central Com- 
mittee and the Provincial Committees. 

As regards Mr. Manu Subedar’s remarks about tire banking 
experts from abroad, we consider these to be unfortunate. These 
gentlemen came out to India at some sacrifice to themselves in 
response to invitations from the Government of India. The party 
leaders in .the Assembly had agreed to this feature of the Enquiry 
and we think it is to be regretted that one of our colleagues should 
have thought it right to criticize the assistance that these gentlemen 
took pains to give us in the short space of time at their disposal. 
Mr. Manu Subedar was aware of the procedure laid down by tire 
Government of India for the prosecution of the Enquiry before he 
joined the Committee. 

19. We desire to add that our colleagues, Sir Purshotamdas 
Thakurdas and Mr. Eanrond, in view of their position respectively 
as a Governor of the Imperial Bank and an officer of that Bank and 
therefore directly interested in the affairs of the Bank, have not 
taken any part in the voting in regard to our recommendations 
affecting that Bank. 


* The signed report was hauded over to the Chairman on the afternoon of 
xhe 2nd June after the Committee had held its last meeting and dispersed. 
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20. We desire to express our sincere gratitude to our Secretary, 
Mr. V. K. Aravamudha Ayangar, CJ.E., whose intimate know- 
ledge of currency, finance and banking, and the zealous and 
efficient manner in which he has carried out his duties, have made 
his services a source of considerable strength to the Committee. 
Our grateful acknowledgments are also due to our Joint Secretary, 
Mr. E. P. Masani, for useful assistance, the value of which has 
been enhanced by his practical experience as a banker and in busi- 
ness generally. We desire further to record our high appreciation 
of the manner in which Mr. K. C. Seth, Superintendent, and the 
staff of the Committee have discharged their duties. 



CHAPTER II. 

DEVELOPMENT OE BANKING IN INDIA. 

21. Information in regard to banks established in India on 
European lines up to the beginning of the second half of the 
nineteenth century is given in Cooke’s book on “The Pise, Pro- 
gress and Present Condition of Banking in India’*; and full in- 
formation in regard to the Presidency Banks of Bengal, Bombay 
and Madras is contained in J. B. Brunyatc’s Account of the Presi- 
dency Banks. [Researches made by Indian economists in recent 
years have thrown considerable light on the gradual develop- 
ment of banking in India from earliest times, and much valuable 
information on the subject will be found in the books published 
within the last five years by Messrs. B. T. Thakur, H. Sinha, 
L. C. Jain and Kamachandra JRau, though a portion of the held, 
namely, from the sixth to the sixteenth centuries, still remains to 
be explored. Considerable amount of useful information is also 
contained in the reports of some of the Provincial Banking Enquiry 
Committees as well as in those of some of the Committees appoint- 
ed by the Indian States. It may be of interest to bring together 
in this report some of the more important facts. 

Indigenous Banking \ 

22. It is now generally admitted that from the earliest times 

India possessed a system of indigenous bapking. It will suffice 

in this connection to give the following extract from “From the 

Demote Past to an Assured Future* * by Mr. W. E. Preston, Chief 
Manager of the Chartered Bank of India, Australia and China, 
and a member of the [Royal Commission on Indian Currency and 
Finance, 192G, which is quoted on page 20 of Mr. Thakur \s book 
on “Organization of Indian Banking* : — 

“It may be accepted that a system of banking eminently 
suited to India’s then requirements was in force in 
that, country many centuries before the science of 
banking became an accomplished fact in England. 
It is true that the methods of old in force in India 

were vastly different from the European ideas of 

banking to-day and partook more of money-lending, 
money-changing and later of the hundi business ; 
nevertheless as applied to the conditions then exist- 
ing in India, they admirably acted their part, and 
must be recognised as having rendered immense ser- 
vices to the country os a whole, particularly when wo 
keep in view the enormous agricultural interests of 
India.” 


(H ) 
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Indeed; money-lending can be traced back to the Vedic period 
which is taken by some authorities to range from at least 2,000 
to ],400 B. C. ; but no evidence of its then being followed as a 
profession by any section of the people, or details about the terms 
on which money was lent, are r available. It is from the fifth 
century B. {J. that Indian literature supplies us with definite 
evidence of the details of money-lending and of remittance of money 
in cash or by credit instruments. The Buddhist works and 
recent archaeological discoveries reveal the existence of associa- 
tions or guilds carrying on various commercial and industrial 
activities. The sresthis or bankers occupied prominent positions 
in these guilds. In each of the important trade-centres of the 
Buddhist period, Champa, ltajagriha, Sravasti, Kausambi 

and Avanii, there lived many sresthis of great influence. Their 
main function was to finance the tinders for the ordinary 
purposes of their trades, the merchant adventurers who went 
out in sea to foreign countries or explorers who traversed 
forests in search of valuable materials, and the kings in times 
of war and oilier financial stress. The Buddhist texts abound 
in references to the practice of lending money on or with- 
out interest. The more common practice was lending money on 
interest, the loans being secured by mortgage, by pledge of 
movables or by surety. The Artha Shastra (Ivautilya) prescribes 
the maximum legal rate of interest on secured loans as 15 per cent, 
and that on unsecured loans as 60 per cent, without any discrimi- 
nation as to caste, though the rate might gc up to 120 and 240 per 
cent, per annum according to the risk involved in special circum- 
stances. The Dharma Shastras are in general agreement with the 
Artha Shastra except that they introduce caste as an important 
factor in money-lending. They lay down that a particular caste 
(the vaisya ) alone can take to the profession of money-lending, and 
they also prescribe a variation from 15 per cent, to 60 per cent, in 
the interest on unsecured loans according to the caste of the 
borrower. 0). 

23. There is no continuous account of indigenous banking 
extant from the sixth to the sixteenth centuries. ( 1 2 ) But refer- 
ence's are traceable to the use of hundis as early as the twelfth 
century A. D.( 3 ), we have also evidence in the writing of Muham- 
madan historians like Barni, author of “Tarikh-i-Biroz- 
Shahi”, and Shamsafif, of the existence of Multanis and shroffs 
who financed not only internal trade and commerce between 
various centres but also acted as bankers of the early dynasties of 
the Moslem period. During the Moghul period, it aprears from 
the Ain-i-Akbari and other internal records, as well as from 


(1) Bengal, paras. 346-56. Bombay, para. 252. Baroda, para. 211. 

(2) L. C. Jain’s “ Indigenous Banking in India ”, page 10. 

(3) United Provinces, para. 410. 
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Tavernier’s Travels, that indigenous bankers continued their 
business of money-lending and played an important part in 
financing the trade of the country by means of credit instru- 
ments. Tavernier also mentions how the foreign trade of 
the country in the seventeenth century was financed partly by 
cash and partly by bills drawn on Surat and payable in two 
months; and he gives the rate of exchange on Surat at 
Lahore, Agra, Ahmedabad, Sironj, Burhanpur, Dacca, Patna 
and Benares. 0) There is no* definite information, available 
about the rates of interest charged in those days by the 
indigenous bankers on loans. The fact that according to the 
Ain-i-Akbari the State granted loans to officials at rates of 
interest varying from 6} per cent, in the second year to 50 per cent, 
in the fifth year, and 100 per cent, in the tenth year in order to 
operate as a check on the usurers, however, shows that a still higher 
rate of interest had to be paid by these people on loans obtained 
from other sources. There is also evidence to show that in the 
last quarter of the sixteenth century the vanil^s in Bengal used to 
charge needy persons interest at the rate of more than 500 per 
cent. ( 1 2 ) The system of currency and coinage during the MogKul 
period, with its large number of mints scattered all over the 
country which issued metallic currency of various classes, also pro- 
vided the indigenous banker with the important and profitable 
business of money-changing. Further, it became the practice 
during this period of employing some of the important indigenous 
bankers in various parts of the empire as revenue collectors, hankers 
and money-changers to Government. These bankers naturally 
acquired considerable influence and power; and as has been pointed 
out in the report of the United Provinces Banking Enquiry Com- 
mittee (paragraph 110), “the Jarjat Seths (World bankers) of the 
seventeenth and eighteenth centuries, for their power and in- 
fluence, are comparable with any private banking house in any 
other country; and indeed, they seem to have fulfilled many 
of the functions of a central bank — essentially a modern institu- 
tion “. 

24. When the English traders came to India in the seventeenth 
century, the indigenous banking system was already established. 
But while they required some machinery to satisfy their credit 
needs, they could not easily make use of the indigenous system. 
They on their side were not conversant with the language " of 
t'lie indigenous bankers, while the bankers had no experience of the 
finance of western trade. Tn order to overcome these two-fold 
difficulties, two remedies were adopted. Tn the first place, the 
English agency houses which were established in Calcutta and 

(1) Jain, page 14. 

(2) Bengal, paras. 358 and 36-. 
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Bombaj r took upon themselves the business of banking in addition 
to their commercial and trading activities. In the second place; 
the importance of forming connections with the indigenous bankers, 
who held a high place in the financial and political activities of the 
country, was not ignored . W Indeed, in the earlier years after 
their rise to power, the East India Company did not favour the 
establishment in India of European banks, and they held the 
opinion that the agency houses and the indigenous bankers were 
better fitted to meet the banking needs of the community. 
These measures, however, failed to arrest the decline in the busi- 
ness and influence of the indigenous banker. The incessant wars 
and the disorder which followed on the downfall of the Moghul 
Empire severely affected their business. Not infrequently were 
they (‘heated by their customers which involved them in serious 
losses and sometimes resulted in their inability to redeem their 
promises. The unification of the coinage in 18*35 deprived the 
indigenous banker of his profitable business of money-changing. 
The development of the means of communication by land and sea, 
and the consequent deflection of trade and commerce from former 
trade routes and the alteration in the whole basis of the com- 
mercial relations of the country with other countries, all contri- 
buted to his downfall. With the decline of the indigenous bankers 
and the gradual progress of English trade and dominion in India, 
the reed was felt by the East India Company for the establish- 
ment of banks which would meet both administrative requirements 
and the demands of trade.* The result v^as the creation of 
Government treasuries and the foundation of early banking 
institutions on western lines, and these have operated to the 
further disadvantage of the indigenous banker. ( 1 2 3 ) As ha.s been 
observed in the report of the "Punjab Banking Enquiry Com- 
mittee,^) compared with institutions of the western type, the in- 
digenous banker is at a disadvantage in respect of large-scale 
operations. With diminishing resources the volume of his busi- 
ness is declining when success demands that it should increase. 
Accordingly, just as in England the old family bank has had to 
give way to the large joint-stock hank, the indigenous banker is 
being obliged to give way to the corfrmercial bank. Despite the 
establishment of joint-stock banks, however, a good deal of 
banking business still remains in the hands of the indigenous 
hankers in all parts of the country. The operations of the former 
are confined largely to the provision of banking facilities at the 
ports and more important urban centres, so that throughout the 


(1 ) Jain, pages 16-17. 

(2) Jain, page 23. 


(3) Punjab, para. 188. 
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country the indigenous bankers have filled the gap left uncovered 
by these banks and financed agriculture and the internal trade of 
the country. Especially in rural areas their help is as indis- 
pensable as before. With the altered conditions, however, the 
indigenous banker in some cases acts as a middleman between 
the Imperial Bank of India and the joint-stock banks on the one 
hand, and the Indian trading community on the other. He buys 
anrl sells hundis and then rediscounts them at the big banks when- 
ever necessary and thus performs functions analogous to those of 
the bill brokers of the London money market, f 1 ). 


25. No definite information is available as to whether the 
indigenous banker adopted the practice of receiving regularly 
deposits from the public on payment of interest at any stage of 
his existence, and if so, when this transition took place. At the 
time when the indigenous banker came into existence, the 
custom seems to have been to hoard capital wealth or deposit it 
with a friend rather than with the bankers. There is evidence that 
the associations of bankers in ancient times used to receive perma- 
nent deposits and to hold them as trust properties. It is also 
true that Mann devotes a special section to the subject of “deposits 
and pledges”. But there is no mention in his book of the payment 
of interest on such deposits, and it is possible that the deposits 
which he refers to were deposits for safe custody only. The 
Artha Shastra lays down definite rules for the hoarding and 
utilization of wealth on interest, but is silent on the subject of 
deposit-banking. In western countries deposit-banking did not 
come into vogue until at a later stage of the development of 
banking, and in England hanks did not undertake this work until 
the year 1645. In India many of the indigenous bankers do not, 
even at the present day, accept deposits from the public; and it Is 
reported from a State like Bikaner, which does not possess a single 
joint-stock bank, that “generally the indigenous bankers and 
money-lenders i ti villages and towns do not keep any deposits and 
those at the capital do keep deposits of some of the people”. The 
reason why the indigenous banker in India has not generally taken 
to deposit banking is probably furnished by B. T. Thakur, who 
states on page 5 of his “Organization of Indian Banking” that 
“Indian Bankers in the past have generally carried on ordinary 
trade with their banking business, with the result that this dual 
activity has greatly reacted upon the banking development of this 
countiy. Tt is only very lately that private Indian bankers have 
realized the strong necessity of not adding ordinary commercial 
transactions to their credit business”. 


(1) Bombay, para, 252. 
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Establishment of banks working on European lines. 

26. Reference lias been made in paragraph 24 above to the 
establishment of English agency houses in Calcutta and Bombay 
which took upon themselves the business of banking in addition to 
their commercial and trading activities. These nouses became 
the agents for the whole civil and military services and also for 
European bankers and merchants settled in the country. They 
had originally no capital of their own, and they depended almost 
wholly on the savings of the servants of the East India Company. 
They received deposits, made advances for the movement of crops, 
and issued paper money which was considered extremely beneficial 
for carrying on their operations. The banking business of the 
East India Company was entrusted to some of these concerns in 
Calcutta and Bombay. These agency houses thus became the 
forerunners of joint-stock banks established on European lines. 
Tn his book on “The Rise, Progress and Present Condition of 
Banking in India/’ Cooke lias stated that probably the first bank- 
ing institution in India on European lines was the Bank of 
Hindusthan which was founded in 1770 by one of the agency 
houses in Calcutta. Later investigations have thrown doubt on 

Vt ' i 

the accuracy of this statement, and it is possible that one or two 
other banks of this type came into existence before the Bank of 
Hindusthan, though it is doubtful whether they continued in 
existence for any length of time. These banks, and others which 
followed them, were local institutions chartered by the East India 
Company. They are the forerunners of banks formed under the 
provision of enactments of the Indian legislature which are now 
divided into two categories, namely (1) the Imperial Bank of 
India, formed on the amalgamation of the three Presidency Banks, 
and (2) the Indian joint-stock banks. It will be convenient to deal 
with these two classes separately. 


Ttie Presidency Banks and the Imperial Bank of India. 

27. The Bank of Bengal, which was the first of the Presidency 
Banks, was started in the, year 3806 under the name of the Bank 
of Calcutta. It obtained its first charter in 1809 when it assumed 
the name of the Bank of Bengal. It was considered essential in 
the interests of Government and of the mercantile community to 
have such a hank. Money then used to he raised hv treasury 
bills which often had to be sold at a heavy discount. To facili- 
tate the borrowings of Government and for the maintenance of 
(redit, a State-aided bank was deemed indispensable. Government, 
therefore, subscribed one-fifth of its capital and shared in the 
privilege of voting and direction. The charter proscribed certain 
restrictions on the constitution as w^ell as the operations of the Bank. 
The Bank’s rate of interest was limited to a maximum of 12 per 
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cent, with a view to bringing about a permanent reduction in the 
rate of interest. In 1823 the Bank was given the power to issue 
notes. In 1839 the Bank was given the power to open branches 
and to deal in inland exchange. It was at this time that the 
present restriction against dealing in foreign exchange was intro- 
duced into the Bank Act, but it was a restriction which, we are 
told, was introduced by the Bank authorities themselves. There 
was no legal bar at any time to’ joint-stock banks registered in 
India engaging in the financing of foreign trade and in operations 
connected with foreign exchange except such restrictions as were 
placed on the Presidency Banks. The Bank of Bombay was 
established in 1840 and the Bank of Madras in 1843, with a 
share capital of Its. 50 lakhs and Bs. 30 lakhs respectively, 
of which Government subscribed Bs. 3 lakhs in each case ; and 
both were given the right of note issue. The major portion 
of the shares in all the three Banks was originally subscribed 
by Europeans. The Bank of Bombay became involved in the 
speculative crisis of 1862-65 and it went into liquidation in 1868. 
But in the same year a new bank with the same name was formed 
with a capital of Bs. 100 lakhs. All these Banks were deprived 
of the power of note issue in 1862 and were given as compensation 
the free use of Government balances. The Presidency Banks 
Act of 1876 regulated and restricted the business of these Banks 
and these restrictions and regulations continued up to the amal- 
gamation of the three Presidency Banks in 1921. The Govern- 
ment disposed of their shares in all the three Banks in the year 
1876, and the Act of 1876 did not, therefore, provide for Govern- 
ment directors on the Boards of the Banks. On the 27th 
January 1921 when the three Banks were amalgamated, they had 
among themselves 59 branches and a toTaTpaid-up capital of 
Bs. 375 lakhs and a total reserve of Bs. 345 lakhs. The Imperial 
Bank of India which was founded, as a result of the amalgamation 
is governed by Act XLVTI of 1920, which also imposes certain 
restrictions on its operations. < 

Joint-stock Banks. 

28. The history of joint-stock banking in India from the days 
of the East India Company down to the present day may be divided 
into periods, namely — 

(i) from the early days of the East Tndia Company to the 

year 1833, the last year of the crisis that overtook 
some of the joint-stock banks started mainly by the 
English agency houses; 

(ii) from 1833 to 1860 when joint-stock banks with unlimited 

liability continued to be established mostly by 
European houses; 

(iii) from 1860, when the principle of limited liability was 

introduced, to the present day. 
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- 2«). The banks started in the first period were on the basis of 
unlimited liability. They transacted ordinary banking business 
and financed internal trade. They also issued notes for circula- 
tion. One of them made advances against the security of indigo 
factories and the block of other industries. The same Bank had 
.London exchange business as a very important branch of its 
activities though if lost heavily owing to the purchase of bills of 
certain insolvent firms. Some of these banks were helped by the 
East India Company in times of crisis and one of them acted as 
banker to the Company. Most of the banks ended in failure 
owing to the combination of banking with other business and 
speculation. 

The banks that were started during the second period were 
still constituted on the principle of unlimited liability and there 
is a mass of interesting facts and figures in regard to these insti- 
tutions in Cooke’s “The Rise, Progress and Present Condition of 
Banking in India” which gives the history of Indian banking up 
to 1863. Half of the banks that came into being during this 
period failed on account of speculation and mismanagement 
rendered possible by ineffective audit. Rome of the banks, 
however, were very successful and two had branches in India and 
in London and one had branches in China. 

The year 1860 constitutes a landmark in the history of Indian 
Banking. By Act VII of .I860 the principle of limited liability, 
which is indispensable to the raising of large amounts of capital 
required by modern business concerns, was first applied to the 
joint- stock banks. The privilege of note issue was also with- 
drawn from joint-stock banks about the same time. Soon after- 
wards, the American Civil War cut off the supply of American 
staple and there was an unprecedented demand in England for 
cotton. There was a boom in the cotton trade in India which led 
to a wave of speculation. Banking companies, financial associa- 
tions and land reclamation companies and industrial concerns of 
nil sorts were launched in large numbers. Almost every one of 
them went into liquidation. Even the original Bank of Bombay, 
as we have seen, was involved in the disaster and had to face 
liquidation proceedings. This crisis shook the confidence of the 
public in banking concerns. Between 1865 and 1870 only one bank 
was established, namely, the Allahabad Bank. The progress in the 
establishment of joint-stock banks was scarcely satisfactory up to 
the end of the last century, when there were only 9 banks with 
capital and reserve of over Bs. 5 lakhs, their total paid-up capital 
and reserves amounting to Bs. 1} crores and their total deposits 
to Bs. 8 crores. During the period 1871 — 1900 the Oudh Com- 
mercial Bank and the Punjab National Bank were established, 
besides the now defunct Alliance Bank of Simla. 
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With the wave of the sw ades hi movement in 1906, however, 
there was considerable activity in banking. Between the years 
1906 and 1913 the number of banks with capital and reserve of 
over Its. 5 lakhs increased from 9 to 18. Their paid-up capital 
and reserves amounted to Its. 4 crores and their total deposits to 
Its. 22 crores. The number of smaller banks that were launched 
dining the period was considerably larger. Some of the flourishing 
Indian banks of to-day were established during this period, namely, 
the Bank of India, the Indian Bank (Madras), the Punjab and 
fhnd Bank, the Central Bank of India, the Bank of Baroda and 
the Bank of Mysore- 

The years 1913 to 1924 were a critical period for joint-stock 
banking in India. As many as 161 banks failed during the period, 
and the paid-up capital of these banks amounted to about Bs. 6f 
crores. The causes of their failure are examined in a later 
chapter. 

In the year 1925 the banks with capital and reserve of Bs. 5 
lakhs and over numbered 28. The number in 1928, being the 
latest year for which statistics are available, is t lie same. The 
number of banks with capital and reserve between Bs. 1 lakh and 
less than Bs. 5 lakhs was 46 in the year 1925, and the same in 
1928. In all 60 banks failed during the period, but in the case 
of most of them the capital and reserve was less than Bs. 1 lakh. 
An important Indian joint-stock bank which was established during 
this period was the Peoples’ Bank of Northern India, Limited. 

IFpiiEiGN. Banks * 

30. Apart from hanks established in India under the Charter 
of the East India Company or under enactments of the Indian 
legislature, a number of foreign banks have operated in India 
from time to time. The most important of these are British banks 
•established under a Boval Charter or English legislation. It w T as 
about the year 1836 that systematic efforts fnade in 

England to complete the chain of Empire Banks bv the inclusion 
of India, especially as the popularity of overseas investment in 
general was increasing with the return of prosperity after the 
Napoleonic w r ars. But until 1853, the East India Company was 
generally successful in preserving banks in India chartered by it 
fi'om the competition of English banks, though as regards the 
former the three Presidency Banks were not allowed to, and the 
others banks did not usually, transact exchange and remittance 
business between India and the countries overseas. Such 
business was considered to be commercial business attended with 
risk and was carried on by what were called * Agency Houses’. 

*YVe are indebted to Baker's ‘The Imperial Banks’ for a great deal o f the 
matter in paragraph 30. 
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It is also possible that the relations that existed between the 
‘Agency Houses* and the East India Company which are referred 
to later on also operated as a handicap against any banks in India 
undertaking this class of business. The first proposal for the 
incorporation in London of an Anglo-Indian bank, called the 
Bank of India, was made in 1836 after the private agency houses 
had all come to grief by speculation in the thirties of the century. 
It was proposed that the new' bank should do all banking business 
for iho State, including foreign exchange business. Both the 
Government of India and the Bank of Bengal, which was the 
Government bank at the time, were against the new project. 
The former were apprehensive that the new Bank would make 
a profit at their expense on their annual remittances for home 
expenditure ; and the latter stated that they would be able I o 
extend their services to the Government and the country in 
all directions contemplated by the proposed Bank. The charter 
was therefore refused to the promoters of the new Bank. 
The next project was the Bank of Asia of 1840, hut it also 
met with the same fate as the Bank of India owing to the 
opposition of the Agency Houses which had recovered from the 
disastrous failures of 1829-1832. The Agency Houses were 
firmly allied to the East India Company and their opposition on 
the ground of possible injury to their profits by the competition 
of thr. new Bank in their remittance operations was shared 
by the East India Company, who thought that it was not 
necessary to have a bank for the purpose of exchange operations. 
The first Anglo-Indian commercial bank to receive a Boyal 
Charter was the Oriental Banking Corporation , which was formed 
by amalgamation with the Bank of Western India in 1842 at 
Bombay. In 1845, the Bank moved its head office from Bombay 
to London. The Bank obtained its charter from the Imperial 
Government without any reference to the Indian authorities. 
After the Oriental Bank came the Chartered Bank of India, 
Australia and China, and the Chartered Bank of Asia (afterwards 
the Mercantile Bank of India. London and China), both incorporat- 
ed in 1853. The East India Company took up its old attitude 
and went so far as to doubt the Boyal prerogative to grant 
charters to banks for operating in India on the ground that under 
Act 47 Geo. Ill it had been empowered to incorporate such 
banks and that that Act formed a limitation on the Royal pre- 
rogative. His Majesty’s Attorney and Solicitor-General, however, 
drew a distinction between the business of general banking within 
the territories under the Government of the East India Company 
and the business of exchange, deposit and remittance which could 
be carried on by any bank under Royal Charter. Although the 
East India Company did not concur in this view, it considered 
it undesirable to give a monopoly in exchange business to the 
Oriental Bank and it recommended the incorporation of the 
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other banks without delay. Of the three chartered banks, the 
Oriental Bank failed in 1884; and the Mercantile Bank had to 
relinquish its charter in 1893 and reconstruct itself under the 
English Companies Act as the Mercantile Bank of India. The 
only English bank now operating in India under a Royal Charter 
is, therefore, the Chartered Bank of India, Australia and China. 
None of these chartered banks appears to have enjoyed the privilege 
of issuing notes in India. 

31. Other foreign banks now operating in India are : (1) the 

Mercantile Bank of India; (2) the National Bank of India; (3) the 
Hongkong and Shanghai Banking Corporation ; (4) the Eastern 
Bank ; (5) the National City Bank of New York (with which is 
amalgamated the International Banking Corporation) ; (6) the 
Yokohama Specie Bank; (7) Lloyds Bank (which has taken over 
the business of Messrs. Cox and C'o., the latter having previously 
absorbed Messrs. King, King and Co.) ; (8) the Comptoir National 
d’Escompte de Paris; (9) the P. & 0. Banking Corporation; (10) 
the Imperial Bank of Persia ; (11) Nederlandsclie Handel 

Maatschappij (popularly known as Netherlands Trading Society) ; 
(12) the Nederlandsch Indische Handels Bank (popularly known 
as the Netherlands India Commercial Bank) ; (13) Banco Nacional 
Ultramarino; (14) Bank of Taiwan; (15) Sumitomo Bank; (16) 
Thomas Cook and Son (Bankers) ; and <17) the American Express 
Company. The National Bank of India was established in 1863 
under the name of the Calcutta Banking Corporation with its head 
office at Calcutta. The name was changed to its present name in 
1864 and the head office was transferred to London in 1866. 

Statistics. 

32. A table giving certain statistics relating to banks now 
operating in India and registered under the Indian Companies Act 
will be found in Appendix II. 



CHAPTER III. 

EXISTING CREDIT AGENCIES. 

33. It will be useful at the outset; to give a general description 
of the existing credit agencies including their functions, resources 
and their operations. These agencies can broadly be classified 
as follow’s : — 

(1) Imperial Bank of India. 

(2) Joint-stock banks- 

(3) Exchange banks. 

(4) Co-operative banks. 

(5) Indigenous banking system consisting of money-lenders, 

shroffs and other agencies doing banking business. 

(6) Band mortgage banks. 

(7) Loan offices in Bengal. 

(8) Nidhis and Chit Funds in Madras. 

(9 )m G overnment . 

(10) 1 nsuranee companies. 

Imperial Bank of India. 

34. The Imperial Bank of India was formed in January 1921 
by the amalgamation of the three Presidency Banks of Madras, 
Bombay and Bengal. It is governed by the Imperial Bank of 
India Act, No. NLVII of 1920. It is a commercial bank with 
private shareholders and competes to some extent with other banks. 
It inherited from its three predecessors certain functions as a 
bankers’ bank, which, together with its increased responsibilities 
as the Government bankers, accounts for some of the existing res- 
trictions imposed on its activities by its present charter and for 
the control exercised by the Government over the Bank. The im- 
portant restrictions are : — 

(i) The Bank cannot make any loan or advance — 

(a) for a longer period than six months, 

(b) upon the security of stock or shares of the bank, 

(c) on the original security of immovable property. 
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(ii) The Bank cannot discount bills for, or lend or advance 

in any way to, any individual or partnership firm an 
amount exceeding at any one time Rs. 20 lakhs except 
on the security of trustee stocks, funds and securities, 
securities issued by certain State-aided Railways, the 
debentures and other securities issued by district 
boards under the authority of the legislature, and 
goods or documents of title thereto. 

(iii) The Bank cannot discount or advance on the security 

of any negotiable instrument of any individual or 
partnership firm payable at the town or place where 
it is presented for discount, which does not carry on 
it the several responsibilities of at least two persons 
or firms unconnected with each other in general part- 
nership. 

fiv) The Bank cannot grant unsecured overdrafts in 
excess of Rs. 1 lakh. 

(v) The Bank cannot open accounts in the London office 
for persons other than its own constituents. 

The Bank is generally prohibited from transacting any business 
not specified in the Act, foreign exchange business being one of 
the excluded items. 

35. The Government exercise control over the Bank in the 
following ways : — 

(1) They have power to issue instructions to the Bank in 

respect of any matter, which, in their opinion, vitally 
affects their financial policy or the safety of Govern- 
ment balances. 

(2) They can appoint four Governors to the Central Board 

of the Bank. 

(3) They appoint the Managing Governors who are two in 

number and who are the Chief Executive Officers at 
the head of the Bank, after consideration of the recom- 
mendations of the Central Board of the Bank. 

(4) They are entitled to require the Central Board to 

furnish any information touching the affairs of the 
Bank, and to produce any document of the Bank, 
and may require tile publication of the statement 
of the Bank’s assets and liabilities at such intervals 
and in such form and manner as they think fit. 

(5) They may appoint such auditors as they think fit to 

examine and report on the accounts of the Bank. 
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36. Government business transacted by the Imperial Bank of 
India and its branches may broadly be summarised as under : — 

(a) It does the treasury work of Government free of cost. 

It receives all collections from the general public for 
credit to Government and Government may draw on 
any of its head offices or branches in India. 

(b) It manages the public debt of the Government of India 

and provides the machinery for the flotation of 
loans. The London office of the Bank also manages 
the rupee debt in London, receiving a fixed remu- 
neration for this work. 

37. The other banking functions performed by the Imperial 
Bank of India are : — 

(a) It is the bankers’ bank. Most of the leading banks in 
India keep their cash balances other than till money 
with the Imperial Bank of India. In 1925 these 
balances fluctuated between such wide limits as 
Rs. 13£ crores and Rs. 2 crores. The following later 
figures were furnished by the Bank : — 

Total Bankers' balances with the Imperial Bank of India. 


(In lakhs.) 


Date. 



Exchange 

Banks. 

Indian Joint- 
Stock Banks. 

31st March 1928 



Ks. 

3,20 

Rs. 

81 

30th September 1928 .... 

• 

• 

r.,7i 

1,12- 

31st March 1929 

• 

• 

3,28 

81 

30th September 1920 .... 

• 

• 

2,02 

90 

31st March 1930 


« 

1,88 

81 

30th September 1930 .... 

• 

• 

1,88 

1,05 


, ( b ) It manages the Clearing Houses. There are eleven 

Clearing Houses in India in the principal cities. 
These conduct their operations in the precincts of the 
Imperial Bank of India which supplies th© necessary 
supervising staff . 

(c) With a view to increasing banking facilities and to foster- 
ing among the Indian people the habit of banking and 
investment, the Imperial Bank of India was placed by 
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Government under a statutory obligation to open not 
less than 100 new branches within the first five years 
of its inauguration. This obligation was duly ful- 
filled and 102 new branches were opened by 31st 
March 1926 of which 50 were opened at places where 
there was already a .branch of one or other of the 
Indian joint-stock banks. Several of the branches, 
however, have not yet reached a profit-earning stage. 

At places where the Imperial Bank of India has no branches, 
it utilizes the services of joint-stock banks or a leading local 
merchant or shroff for the collection of bills and cheques. A list 
of the places where the Bank has recognised agents for collection 
business is given in Appendix ITI of the Volume of Written 
Evidence. 

38. During the busy season when tfie Bank rate is 6 per cent, 
or above, the Paper Currency Department may grant loans to the 
Imperial Bank of India to an amount not exceeding Rs. 12 crores 
by transferring to that Department internal bills of exchange or 
hundis of an equivalent amount. The Bank also provides remit- 
tance facilities to the exchange and other banks and also to the 
public. The rates charged by the Bank are subject to maxima 
laid down by Government and differ according to circumstances : 

<a) When the purchaser is a member of the public, the 
rates are 1/4 per cent on sums up to Rs. 1,000, 1/8 
per cent on sums between Ks. 1,000 and Rs. 10,000, 
and 1/16 per cent on sums above Rs. 10,000. 

< b ) If another bank wishes to purchase remittance through 
the Imperial Bank of India to a place where the pur- 
chaser has no branch, it pays the usual rates, men- 
tioned above. 

(c) Where a bank purchases a transfer from one of its 
branches to another, the rate for sums above 
Rs. 10,000 is reduced to 1/32 per cent. 

39. As a result of the recommendations of the Royal Com- 
mission on Indian Currency and Finance, 1926, a Bill was 
introduced into the Indian Legislative Assembly in Janu- 
ary 1927 providing among other things for the establish- 
ment of a Reserve Bank for India. For reasons which are now 
well-known, the Bill failed to become law. The present position 
regarding the control of currency and credit is, therefore, the same 
as that described by the Royal Commission on Indian CuiTency 
and Finance, 1926. “The Government controls the currency. 
The credit situation is controlled as far as it is controlled at all, 
by the Imperial Bank. With divided control, there is likelihood 
of divided counsels, and failure to co-ordinate”. 

The two tables below give in a convenient form some available 
statistics relating to the Imperial Bank. 
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I . — Capital , Reserve, Deposits and Cash Balances of the Imperial 

Bank of India . 


(In lakhs of rupees.) 


31st December. 

Capital 

Reserve 

and 

Rest. 

* 

Govern- 
ment cr 
Publi c 
Depo- 
sits. 

Privote 
Depo- 
sits. I 

j 

i 

1 

i 

i 

Proportion per 
cent, of Gov- 
ernment Depo- 
sits (column 3) 
to 

Cash 

Balan- 

ces. 

Total 
Capital 
and De- 
posits 
[columns 
1 to 4). 

Private 

Deposits 

[column 

4). 


1 

2 

i 

j 

3 

4 

5 

6 

7 


Rs. 

Rs. 

Rs. 

Rs. 

Per 

Per 

Rs. 






cent. 

cent. 


1922 . 

5,62 

4,33 

14,16 

57,00 


24*8 

15,07 

1923 . 

5,62 

4,55 

8,57 

74,19 

; 9*2 

11-5 

15,01 

1924 . 

5,62 

i 

4,80 

7,50 

76,71 

| 7*9 

j 

9*9 

15,60* 

1925 . 

5,62 

i 

4,93 

5,46 

77,83 

• 

5*8 

j 

7*0 

17,47 

1926 . 

5,62 

5,09 

6,45 

73,90 

i 

71 

8*7 

20,90 

1927 , 

5,62 

5,24 

7,20 

72,07 

8*0 

10*0 

10,89> 

1928 . 

| 

5,62 

5,39 

7,95 

71,30 

8*9 

11-1 

10,57 
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II .--Figures of public and other deposits, loans, etc., of the 
Imperial Bank of India in the last week of March and Sep - 
- lember each year from 1921 . 

(In lakhs of rupees ) 


— 

Public Deposits. 

General Deposits. 

Loan from Paper 
Currency. 

Banks’ Invest- 
ments. # 

Loans. 

Cash Credi s. 

i 

Cash. 

Percentage of eashl 
to Liabilities. 1 

Bank rate 
cent. 

19 

March . 



VI 

72,19 


13,17 

1V8 

22,34 

0,02 

22,00 

36*32 

6 

September 



V>o 

1??,75 


15,77 

23, tO 

23, 18 

8,03 

29,71 

31*70 

5 

1023. 

March . 



ro.03 

57,08 

2,00 

• 0,33 

isn 

29,14 

0,0* 

20,48 

25* 47 

8 

Sept cm ter 



18,36 

7\ 10 

... 

10,04 

:r,04 

26,72 

4,23 

86,73 

41*31 

4 

1023. 

March . 



2v.S3 

f3,03 


0,43 

18,79 

31.30 

8,66 

14,44 

16*08 

8 

September 



15. » 9 

7V9 


iVo 

15,15 

30,55 

4,71 

29,40 

4/19 

4 

104. 

March , 



2<‘,02 

71,21 

12,00 

11,83 

27 21 

43,07 

15,29 

1^20 

16-49 

9 

September 



24,33 

73,68 

“ 

16,78 

16,13 

37,07 

5,78 

28,30 

2 6-fl 

5 

1825. 
March . 



20,14 

60, 2 

8.(0 

ir,o: 

21,90 

34, f 9 

18,67 

19,34 

16*44 

7 

September 



0,C7 

78,90 


10,. 9 

13 97 

18,15 

5,59 

31,98 

35*95 

& 

1026. 
March . 



1P/9 

73,77 

... 

l-“,97 

17,87 

35,62 

c,os 

?5,23 

26*85 

t 

September 



1V0 

a , 18 

.. 

1 0.62 

11.64 

21,00 

4,95 

£0,39 

4>*G3 

4 

192/’. 

March . 



• 22,35 

67.30 

2,00 

20,54 

18 49 

34,12 

7,0) 

18,60 

2034 

7 

September 



12, S5 

71, Gl 


21,53 

10,92 

23,72 

5,08 

20,37 

. 5 C4 

5- 

192S. 
March . 



4,01 

7 , ,0$ 

7,(0 

21,72 

12,25 

21,50 

15,01 

11,67 

13*60 

7 

September 



6,01 

71, 9G 

... 

23,. 0 

10,(4 

25,30 

4,30 

: 3,47 

29-46 

& 

19.9. 

March . 



5,91 

71,70 

2,00 

21,80 

10, T4 

32,43 

11, C4 

10,(4 

13* 43 

8 

September 



20, C4 

09,64 


32,77 

6,50 

22,99 

3,48 

30,63 

33*84 

5 

It 30. 

March . 



20,11 

70,01 


30,19 

10,05 

31.71 

7,52 

19, It 

21*00 

7 

September 



13,18 

75,01 

... 

23,85 

17,45 

26, CC 

2,41 

25,61 

28*32 

5 

1931. 

March • 


• 

ll > 0i , 

1 

l 

( 70,43 


29.74 

12,11 

29,33 

5,32 

i 1*,33 

j 15-09 

) 

7 


Joint-Stock Banks. 

40. At the end of 1928, which is the latest year for which sta- 
tistics are available, there were 28 joint-stock banks in India 
which had capital and reserve of Rs. 5 lakhs and over* Of these, 
nine, namely, the Central Bank of India, the Allahabad Bank, the 
Bank of India, the Punjab National Bank, the Bank of Baroda, 
the Peoples Bank of Northern India, the Bank of Mysore, the 
Indian Bank and the Punjab and Sind Bank had deposits of 


28 


CHAPTER III. 


Rs. 1 crore and over. The deposits of the first five exceeded Rs. 5 
crores in each case. 

41. All the Indian joint-stock banks are registered under the 
Indian Companies Act. A complete statement of all banking 
institutions in the various provinces registered under the Indian 
Companies Act is printed as Appendix II to this report. The 
Act imposes no restrictions on the business which these banks 
may do. The bigger banks perform the ordinary business of 
banking and, among other services, receive deposits and make loans 
and advances, including the discounting of bills. The\ also take 
part in the movement of produce from the village to the exporting 
port and in the distribution of imports from the ports of entry to 
the distributing centres. The business of these banks so far as the 
•agriculturists are concerned is usually confined to the larger land- 
holders, the planting community and others who possess tangible 
and marketable security. The smaller banks are generally loan 
offices which advance money to the professional and agricultural 
classes. One or two Indian joint-stock banks undertake business 
•in foreign exchange, but their turnover in this is so small that they 
•are not ordinarily classed as exchange banks. 

The following statement gives certain statistics relating to 
joint-stock banks with capital and reserves of Rs. 1 lakh and 
over for a number of years. No statistics are available regarding 
joint-stock banks with capital and reserves of less than Rs. 1 lakh. 

'Capital and Reserves, Deposits and Cash Balances of Indian Joint- 

Stock Banks. 


Year. 

Class A. 

Class B. 

Banks with Ciphal and Reserves 
of Rs. 5 lakhs and over. 

Banks with Capital and Reserves 
of Rs. 1 lakh and ovv r but- 
lers than Rs. 5 lakhs. 

No. of Banks. 

Capital and 

Reserves. 

Deposits. 

Cash balances. 

No. of Banks. 

Capital and 

Reserves. 

Deposits. 

Cash balances. 



Rs. 

i 

Rs. 

Rs. 


Rs. 

Rs. 

Rs. 



(Lakhs). 

i (Lakhs). 

(Lakhs). 


(Lakhs). 

(Lakhs). 

1 (Lakhs). 

1922 . 

27 

10,64 

61,04 

12,04 

41 

1,11 

3,38 1 

56 

1923 . 

26 

9,73 

44,43 

7,37 

43 

1,11 

3,26 

61 

1924 . 

29 

10,71 

52,50 

11,30 

41 

1,08 

2,69 

35 

1925 . 

28 

10,00 

54,49 

10,10 

46 

M* 

3,42 

68 

1926 . 

28 

10,84 

59,68 

9,12 

47 

1,26 

3,47 

82 

1927 . 

29 

11,08 

60,84 

7,70 

48 

1,22 

3,46 

52 

1928 . 

28 

11,10 

62,85 

8,19 

46 

1,20 

3,50 

52 
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Exchange Banks. 

42. There are in all 18 exchange banks doing foreign exchange 
business in India. All of them are nomlndian, and two are con- 
cerned mainly with tourist traffic. The principal business of the 
other banks is the financing of India’s foreign trade. They receive 
deposits both on cuifcent and savings bank account, receive fixed 
deposits, purchase bills in foreign currencies, make loans against 
shipping and other documents, and finance imports of bullion. 
They also play some part in the financing of the inland trade, 
mainly on account of goods or produce in transit prior to export 
or immediately subsequent to import. But having regard to the* 
fact that all the information that is available to the Com- 
mittee is the consolidated statement for all the foreign banks given 
on page 336, it is not possible for us to state what portion of the 
funds of these banks is employed in the foreign trade of India 
and what portion in inland business. The table on page 336 
shows that out of the total resources of Rs. 88 crores Rs. 10 
crores were invested in bills of exchange in transit to London 
and elsewhere overseas. The terrps for the deposits of these banks- 
are, as a rule, higher than those of the Imperial Bank of India 
but lower than those of the Indian -joint-stock banks. While the 
Imperial Bank of India does not allow interest on current accounts, 
the exchange banks generally allow 2 per cent, on daily balances 
exceeding a minimum limit up to Rs. 1 lakh. The exchange banks 
do not publish any statements relating to their Indian business, 
separately. The table below gives such figures as are available.. 


Capital and Reserves , Indian Deposits and Cash Balances of the 
Exchange Banks in India. 


Year. 

Number 

of 

banks. 

Capital, 
Tseserve 
and Rest. 

Deposits 

in 

India. 

Cash balance* 
in 

India. 




(£1,000) 

(£1,000) 

(£1,000) 

1922 

• « • 

18 

112,221 

55,038 

12,132' 

1923 

« • • 

18 

140,103 

51,332 

10,859' 

1924 

• • • 

18 

130,464 

52,976 

12,275 

1925 

. • • 

18 

138,311 

52,909 

7,062' 

1926 

• • • 

18 

148,003 

53,658 

8,0 

1927 

• • • 

18 

180,919 

51,647 

6,098 

1928 

• • • 

18 

1S7.923 

53,354 

6,042 



so 


CHAPTER III. 


Co-operative Banks. 

43. Co-operative banks are established under the Co-operative 
Societies Acts. They consist of the provincial bank at the apex, 
the central banks which are affiliated to the provincial bank, and 
the primary societies which are mostly affiliated to the central 
banks. At the end of 1929 there were 18 co-operative banks with 
capital and reserves of Es. 5 r lakhs and over, and 140 with 
capital and reserves of between Es. 1 lakh and Es. 5 lakhs. Under 
the Acts and the rules of the Co-operative Department, the co- 
operative banks and societies are debarred, except with the general 
or special sanction of the Registrar, from lending to anyone who is 
not a member of the institution. Most of the primary societies are 
agricultural and their main function is to supply credit to the 
agriculturist and educate him in the principles and practice of co- 
operation and thrift. The provincal banks assist the central banks 
by advancing funds for use as part of their working capital and 
also by the grant of ordinary and special cash credits to enable the 
central banks to work on a low level of till money. The pro- 
vincial banks obtain their finance mainly from deposits horn the 
public ; but central banks and primary societies also contribute to 
the resources of the provincial banks in the shape of share cipital 
and deposits of their surplus funds. The provincial banks have 
also arrangements for cash credits and overdrafts with the Imperial 
Bank of India. 

44. The principal function of the central banks is to supply 
the working capital needed by their affiliated primary societies. 
They obtain their finance partly frgm the apex provincial hank and 
partly from deposits by the public. The majority of shares in 
central banks are held by affiliated societies. The more successful 
central banks have built up substantial reserves. The primary 
societies maintain a register of assets and liabilities of each in- 
dividual member and a copy of this is kept by the central bank. 

45. There are also non-agricultural societies both with limited 
and unlimited liability which cater to the needs of i great variety 
of persons including officers of Government, employees of indus- 
trial companies, contractors, small traders, fishermen, weavers, 
artisans and depressed classes. Prominent among these societies, 
from the point of view of banking, are co-operative urban banks. 
These are generally institutions with limited liability, drawing their 
funds largely from deposits and financing the small trader and the 
small industrialist. 

The following table gives certain statistics relating to the 
number, capital and reserves, and deposits and loans of co-operative 
banks for a number of years : — 
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Capital and Reserves, and Deposits and Loans received, of 

Co-operative Banks. 


(In lakhs of rupees.) 


Year. 


Class A. 

Class B. 


Banks with Capital and Re- 
serves of Rs. 5 lakhs . 
and over. 

Banks with Capital and Re- 
serves of Rs. 1 lakh and 
over, but less than Rs. 5 lakhs. 


Number. 

Capital Deposit?. 

and at,d loans 

reserves, received. 

Number, j 

1 

1 

Capital 

and 

reserves. 

Deposits 
and loans 
received. 

1922-23 - 

5 

44 3,41 

63 

1,31 

5,02 

1923-24 . 

8 

62 4,14 

72 ; 

1,73 

5,87 

1924-25 . 

8 

69 4,51 

93 j 

1,70 

8,04 

1925-26 . 

10 

91 5,38 

104 1 

2,03 

9,30 

1926-27 . 

12 

1,12 7,0 1 

119 ! 

2,25 

11,98 

1927-28 . ' . 

16 

1,50 8,^3 

125 ! 

2,17 

13,16 

1928-29 . 

18 

1,63 9,01 

140 j 

2,77 

14,87 


46. The Government help the t co-operative organization in 
various ways : 

(1) They give occasional assistance by means of money grants 
or loans to particular banks or societies. 

(2) They give subsidies to co-operative federations which are 
organizations formed by the societies themselves for the purposes 
of auditing primary societies, supervising primary societies m back- 
ward areas, and training probationers. 

(3) They provide a staff of officials to direct the audit of co- 
operative societies and to supervise and stimulate their activities. 

The avowed policy of Government towards the movement is to 
encourage non-official administration, so far as this is consistent 
with their ultimate responsibility to secure the advance of the 
movement on sound lines, though there is still, particularly in 
some provinces, a large measure of official control. 

(4) They have guaranteed interest on long-term debentures in 
certain cases. 

(5) They have granted the following general concessions : — 

(i) Exemption from various taxes, e.g. } income-tax, stamp 
duty and registration fees. 
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(ii) Transfer of funds at par (through the agency of 'Gov~ 

ernment) from one society or bank to another for 
co-operative purposes. 

(iii) Freedom of the shares or interest of members in co- 

operative societies from liability to attachment by the* 
decree of a civil court. 

(iv) Prior claim over other creditors in enforcing recovery of 

their dues in certain cases. In Bombay the prior 
claim has been replaced by a “first charge” . 


Indigenous Banking System. 

47. Shroffs and money-lenders foim an important credit agency 
in the Indian banking system. In many parts of India they are* 
still the only source of credit. The difference between shroffs 
and money-lenders is that while the latter work generally with 
their own capital, the former use also borrowed money either in 
the form of deposits from the public or by drawing and discounting 
hundis. At times the village money-lender borrows from the urban 
money-lender or a city shroff. The various classes of money- 
lenders and shroffs and their methods of business are described 
in later chapters. 

48. A certain number of indigenous shroffs and bankers work 
largely on modern lines and transact all kinds of business which 
the ordinary joint-stock banks transact, including the issue of pass- 
books and cheque books. They do not, however, publish balance- 
sheets and their management is entirely in the hands of a single* 
proprietor or a firm of proprietors. A reference may be made in 
this connection to the Bank of Chettinad, Limited, recently regis- 
tered in the Madras Presidency under the Indian Companies Act 
for carrying on the business of banking and all other fines of 
business which Nattukkottai Chettiyars have been accustomed to 
do, with a subscribed capita] of Es. 2 crores and a paid-up capita! 
of Rs. 1 crore and with the head office in Chettinad. 


Land Mortgage Banks. 

49. Land mortgage banks have been started under the aegis of 
the co-operative movement in the Punjab, Madras, Bombay, Bengal 
and Assam * but they are not sufficiently large in number or in size 
to meet fully the requirements of the Indian agriculturists for long- 
term credit for the redemption of mortgages of land, for the clear- 
ance of debt and for land improvements. The number of existing' 
institutions and their membership and capital are given below. 
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Land Mortgage Banks (on the 30th June 1930) * 


— 

Number 
of Socie- 
ties. 


In thousands. 

Share 

Capital 

and 

Reserve. 

Depo- 

sits. 

Loans. 

Total 

Work- 

ing 

Capital. 




Rs. 

P.s. 

Rs. 

Rs. 

Ajmer- Merwara . 

13 

757 

8 


60 

68 

Assam .... 

5 

1,593 

88 

3,00 

74 

4,02 

Bengal , 

4 

2,099 

78 

2 

3,30 

4,10 

Bihar and Orissa • 

No land mortgage banks. 



Bombay .... 

3 

749 

51 

24 

75 

1,60 

Burma . * 

2 

281 

4 

47 


51 

Central Provinces • 

No land mortgage banks 




Delhi 

No land mortgage banks. 



"Madras .... 

28 

j 3,004 

2,28 

2,43 

7,97 

12,68 

% 

North-West Frontier Pro- 

No land mortgage banks. 



vince. 







Punjab .... 

12 

5,625 

1,75 

14,19 

6,84 

22,78 

United Provinces 

1 

34 

1 

•• 

8 

9 

Total 

68 

J 14,142 

6,33 

| 20,35 

20,28 

46,96 


Loan Offices in Bengal. (B 


50. Of a different class from the land mortgage banks referred 
to above, which have as their object the amelioration of the con- 
ditions of the agriculturist, are the loan offices in Bengal started 
originally along the lines of land mortgage banking. On the 31st 
of March 1929 there were 782 loan offices at work, out of which 
only 26 were in Calcutta and the rest in the mofussil. Their paid- 
up capital is generally small and only 13 have a paid-up capital of 
Us. 1 lakh or more. They attract funds by deposits and the total 
working funds with loan offices on the 31st March 1929 are estimat- 
ed at about Rs. 9 crores. The majority of loan offices carry on land 
mortgage banking in a greater or less degree and also grant loans 
against ornaments. Some loans are on personal security. A’ 

* The dates vary with reference to the Co-operative year in each province ; 
i;he latest figures available are given. 

( l ) Bengal, paras. 420 — 463. 
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few carry on trading with banking, but this practice is being 
gradually abandoned. Many loan offices in Calcutta advance 
money against Calcutta house properties, while some, both in 
Calcutta as well as in the mofussil, undertake commercial banking 
operations. Some loan offices grant loans against crops in godowns 
or in transit. A few finance industries by advances against block. 

Some of these loan offices are called “banks” in the annual 
reports of the Registrar of Joint Stock Companies while the rest; 
are styled as loan offices. We are told that this classification is 
based on the memoranda of association. 

Niclhis and Chit Funds in Madras.! 1 ). 

51. The nidhis were originally started as mutual loan socie- 
ties, but in the course of years they have developed into semi- 
banking institutions. They receive deposits either in the form of 
deposits proper, or of withdrawable share capital paid in monthly 
instalments, and they make loans for all purposes. All of them 
are registered under the Indian Companies Act, five as banks and 
the rest as nidhis . On the 31st March 1029, there were 228 nidhis 
in the Presidency of which 123 were in one district alone. The 
total paid-up capital of these 228 institutions is about Rs. 2J crores 
and their deposits and reserve funds amount to about Rs. 1£ crores. 
The loans are generally made to members, but surplus funds are' 
made available to non-members also. 

•52. The “chit fund” is a loose organization of a small number 
of people and is a very useful institution for facilitating savings. 
These savings are pooled together and made available to members 
in various ways which depend upon the particular system followed. 
The chit funds are found chiefiy in the south and south-west of 
the Madras Presidency, and to a lesser extent in other parts. They 
are also very numerous in the Travancore State. 

Government. 

53. The operations of the Government as a credit agency fall 
under several heads : — 

(i) They grant tahavi loans to agriculturists for agricultural 

operations, land improvement, and other prescribed 
objects. 

(ii) They grant loans under the State Aid to Industries Acts 

in t lie provinces of Bihar and Orissa and Madras, and 
under the Industrial Roans Act in the Punjab, for 
the purpose of promoting nascent and cottage 
industries. 

(iii) They purchase debentures issued by land mortgage* 

banks. 

(iv) They grant loans to co-operative societies for various 

purposes. 


( l ) Madras, para?. 43P — 406. 
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(v) They grant loans to municipalities and district boards. 
They advance small sums of money to their own 
officers against the security of their provident funds 
and for the purchase of means of conveyance. Loans 
are also granted to land- holders under exceptional 
circumstances. 

The financial assistance rendered by Government under all the 
above heads is, however, of no great magnitude. 

54. In addition to floating annual loans mainly for their capital 
expenditure, the Government are continually in the market for 
short-term funds through the medium of treasury bills. They 
also provide facilities for savings by the small investor through 
postal savings banks and postal cash certificates. The following 
statements give some statistics relating to the borrowing opera- 
tions of Government during the five years ending with 1929-30 : 

' New Loan Issues. 


(In lakhs of rupees.) 


i 

| Cash. 

j 

Conversions. 

Total. 

Description. 

: 

] 

1925-26 . . . ! 

No cash 
subscrip- 
tions in- 
vited. 

30,61 

3^,01 

5th issue of 5 per cent, 
income-tax free loan 
1945-55 and 5 per 
cent, taxable ten-year 
bonds 1935. 

1926-27 . 

16,77 

12,73 

29,50 

4 per cent. taxable 

loan 1960-70 at issue 
price Rs. 88 per cent. 

1021 - 2 $ . 

i 

8,21 

i 

11,33 

19,54 

4 per cent. taxable 

1934-37 loan at issue 
price Rs. 94-8 per 
cent. 

1928-29 . 

23,92 

11,12 

35,04 

! 

per cent, taxable 

1955-60 loan at issue 
price Rs. 94 per 
cent, and 4i per 

cent, taxable (1934) 
bonds at Rs. 97-8 per 
cent. 

1929-30 . 

13,60 

23,65 

37,25 

5 per cent. taxable 
1939-44 loan at issue 
price Rs. 96-8 per 
cent, and 2nd issue 
of 5 per cent, 

taxable 1935 bonds 
at issue price Rs. 98 
per cent. 


During 1930-31 the loan issued was in the form of 6 per cent. taxable 1933- 
36 bone’s at par and amounted to Rs. 29,71 lakhs, made up of cash subscriptions 
Rs. 21,39 lakhs and conversions Rs. 8,32 lakhs. 
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Statement of Treasury Bills issued and paid off , 

(la lakhs of rupees.) 


— 

Issued 

i 

i 

• 

Paid off. 

Net issued. 

1925.26 . 

.. 

•• 

*• 

1926-27 .... 


• • 

•• 

1927-28 .... 

30,37 

22,78 

7,59 

1928-29 .... 

22,33 

25,97 

— 3,59 

1929-30 . 

04,74 

32,70 

32,04 


The amount of treasury bills outstanding on 31st March, 1930, 
8tood at Us. 36,04 lakhs/ 

Issues and discharges of the Postal Cash Certificates . 

(In lakhs of rupees.) 


— 

Issues. 

Discharges. 


Dutstandings 
at the end 
of the year. 

1925-26 . . ' • 

9,55 

1,70 

7,85 

20,97 

1926-27 .... 

7,53 

1,82 

5,71 

26,68 

1927-28 .... 

6,09 

2,07 

4,02 

30,70 

1928*29 .... 

4,91 

3,31 

1,00 

32,30 

1929-30 .... 

7,10 

4,46 

2,70 

35,00 

Postil Savings Banks . 

(In lakhs of rupees.) 

— 

Receipts. 

With- 

drawals. 

r i 

Net 

Deposits. 

Outstandings 
at the end 
of the year. 

1925-26 . 

19,79 

18,20 

1,59 

27,23 

1926-27 . 

21,17 

18,89 

*9 

"ro 

00 

29,51 

1927-28 . 

21,00 

20,84 

1 3,10 

j 

32,67 

1929-29 . . . . 

26,22 

24,40 

1,82 

34,49 

1929-30 . 

27,23 

24,04 

2,64 

37,13 


* On the 31st March 1031, the amount of treasury bills outstanding stood at 
Rs. 65,38 lakhs. 
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Insurance Companies. 

55. The total number of companies transacting life, fire, 
marine and other classes of insurance business in India, according 
to the Insurance Blue Book of 1929, is 245, of which 97 are 
Indian and 148 non-Indian (including 72 British). 

Insurance companies, both Indian and non-Indian, occupy a 
very important place in the Indian financial system, as they hold 
for long periods a considerable portion of the savings of the people. 
The net premium income from business done in India under all 
classes of insurance, received by both Indian and non-Indian 
companies, stood at the close of the year 1928 at about Rs. 10 
crores, of which over Rs. 5 crores went to non-Indian companies. 
The total assets in India of non -Indian companies on the same 
date were Rs. 30 crores, while those of Indian companies were 
about Rs. 23 crores. 

Besides lending a certain amount to their policy-holders, 
these companies invest a substantial portion of their resources in 
Government securities and treasury bills ; thereby relieving the 
stringency in the money market to a large extent. Some of the 
Indian companies also (1) invest their funds in mortgage of landed 
properties, and in purchasing debentures of co-operative banks,, 
and shares and debentures of industrial banks, or otherwise- 
financing the latter; and (2) make deposits with, or grant loans 
to, mofussil banks and loan offices which in their turn often utilize 
these resources in financing indigenous industries, A few Life 
Offices also invest a portion of their funds in land development 
somewhat on the lines of Building Societies in England. 



CHAPTER IV. 

RURAL FINANCE. 

Introductory. 

56. The problem of rural finance arul certain allied questions 
have been thoroughly investigated by the Provincial Banking En- 
quiry Committees. It is not necessary to recapitulate all the facts 
and figures that find a place in the provincial reports. Only the 
salient points which will have a bearing on our final recommenda- 
tions are here discussed. The recommendations of the Provincial 
Committees have been brought together in Appendix III and an 
indication is given therein as to how each recommendation has 
been dealt with by us. 

The economic position of the agriculturist. 

57. Before we proceed to discuss the problem of rural 
finance proper, l \ve desire to give a very brief account of the 
economic position of the agriculturist^ as it has an obvious bearing 
on the problem. (There are no reliable economic data giving any- 
thing like a precise estimate of the cost of production, the value 
of produce raised and the income of the agriculturists from subsi- 
diary occupations from which their family budgets can be cons- 
tructed so as to enable us to furnish accurate statistical information 
regarding their actual economic condition.) Nevertheless the reports 
of the Kojal Commission on Agriculture and oilier Commissions 
and Committees* which have reported from- time to time on the 
general condition of the people, and the reports of the Provincial 
Banking Enquiry Committees and the evidence and other materials 
collected by the Provincial Committees, contain a mass of useful 
information bearing on the general economic position of the Indian 
agriculturist,) It is unnecessary for us here to reproduce the whole 
of that information or to enter into a detailed examination of the 
various aspects of this important question. Our main purpose will 
be served by sketching in broad outlines some of the salient features 
emerging from the information referred to aboye. The outstand- 
ing feature of Indian rural economy which is bound to arrest the 
attention of any one who enters on an investigation of the question 
is the appalling poverty of the rural population. The Simon Com- 
mission make the following observations at page 334, Vo). I of 
their Report on the general condition of the people : — 

“The low standard of living to which- the mass of India’s 
population attain is one of the first things that strike 

* Indian Famine Commissions 1880, 1898 and 1901, Indian Irrigation Com- 
mission, 1903, Indian Taxation Enquiry Committee, 1925, Economic Enquiry 
Committee, Madras, 1931, and Depression Enquiry Committee, Madras, 1931. 

( 38 ) 
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a Western visitor. Wants are few, diet is simple, 
climate is usually kind, and a deep-rooted tradition 
tends to make the countrymen content with things 
as they are. But the depth of the poverty, the per- 
vading presence of which cannot escape notice, is not 
so easily realised. There have been no official esti- 
mates of income per head since 1001-2, when Lord 
Curzon stated in his* budget speech that the average 
income per inhabitant of British India had been 
estimated at Its. 30, i.e., £2 a year. Since the War, 
certain Indian and European professors of economics 
attached to Indian Universities have, by different 
statistical methods, attempted to measure the total 
income of the country in particular years. * * *. 

Such estimates are necessarily based on inadequate 
data, for the unsatisfactory nature of the statistical 
material available has been the subject of comment 
by almost every committee or commission that has 
enquired into the economic affairs of India. * * * 

Even if the most optimistic of the above estimates is 
adopted, the result is that the average income of India 
per head in 1922 was equivalent, at the prevailing 
rate of exchange, to less than £8, while the corres- 
ponding figure for Great Britain was £95. The con- 
trast remains startling, even after allowing for the 
difference between the range of needs to be satis- 
fied.” 

This estimate does not give a picture of rural India separately. The 
income of the agricultural population per head when separately 
assessed will be much smaller. From the reports of the Provincial 
Committees and other published statistical information, the 
total gross value of the annual agricultural produce would work 
to about T\s. 1,200 crores on the basis of the 1928 price levels. 
On this basis and taking into consideration the probable income 
from certain subsidiary occupations estimated at 20 per cent, of 
the agricultural income, and ignoring the rise in population in the 
last decade and the fall in prices since 1928, the average income 
of an agriculturist in British India does not work out at a higher 
figure than about Rs. 42 or a little over £3 a year. Thus the 
general poverty of the agricultural classes is a matter which is 
beyond dispute. 

58. The proportion of the population of India living on agri- 
culture is very large and it has been steadily on the increase. 
This proportion was 61 per cent, in the year 1891. It rose to 66 
per cent, in 1901 and to 73 per cent, in 1921. The census figures 
for 1931 are not available to us; but it may fairly be presumed that 
the proportion has risen still higher in 1931 . The average extent 
uf land that the Indian agriculturist cultivates is comparatively 
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very small and the individual fields which make up his “holding** 
JI e / enera ^y scaliered. The total net area sown with crop in 
1927-28 was about 220 million acres, which gives roughly a little 
over an acre per head of the agricultural population or about 6 acres 
to an agricultural family of five persons. Many authorities, among 
whom Mr. Darling may be mentioned, consider that this extent 
of an average holding is inadequate to maintain an agricultural 
family in ordinary comfort in the conditions which exist in India 
at the present day. Various estimates have been attempted as to 
what an economic holding in India should be and the minimum 
extent of land which is required for the subsistence of an average 
agricultural family. But having regard to the widely differing- 
conditions of the soils and other factors in the several parts of the 
country, we do not consider that any useful purpose will be served 
by an examination of these estimates. Practically all Provincial 
Banking Enquiry Committees agree that the bulk of the agricul- 
tural holdings in India are too small and agricultural incomes are 
very low. 

59. Moreover, nature exercises a powerful influence on the 
fortunes of the agriculturist, and the Indian cultivator is in a large 
measure exposed to the vicissitudes of seasons. The land in areas 
which are not protected by irrigation works cannot be cultivated, if 
the monsoon is not favourable. Of the total cultivated area in the 
country about 16 per cent, only has irrigation facilities from rivers, 
tanks or wells, while the remaining 84 per cent, depends merely 
on rainfall. These unfavourable conditions might have been miti- 
gated to some extent by a well-conceived policy of irrigation by the 
State, particularly in regard to minor works, to which reference has 
been made in paragraph 279 of the report of the Royal Commission 
on Agriculture in India. There is water in many localities which 
are now not productive owing to the want of irrigation facilities, 
and the problem of making water available to cultivators is one on 
the solution of which by the State, the prosperity of the agricul- 
turist as such undoubtedly depends largely. The frequency of 
failure of crops owing to drought and flood and pests, and the low 
vitality and high mortality of the live-stock render the economic 
position of the cultivator worse still. 

60. The produce from land per head of the population and per 
acre is low’ compared with that of many other countries. There 
has been no substantial increase in recent years in the total area of 
the cultivated land, the average annual net area sown with crops 
in the five years ending with 1927-28 being 225 million acres 
against 217 million acres in the preceding quinquennium. The con- 
sequence is that the average cultivator still continues to live on an 
insufficiency of food which reacts on his physical capacity for wort 
and largely accounts for the high percentage of mortality in the 
country. D*\ Harold M. Mann, for sometime Director of Agricul- 
ture in Bombay, drew very pointed attention to this aspect of Indian 
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rural economy. These conditions cannot be wholly ascribed to an 
undue increase in population and consequent pressure on land. Let 
us compare the growth of population in India with that in England. 
Taking the three decades for which census figures are available for 
both countries, we find that in England and Wales the increase of 
population between 1891 to 1901 was 12’ 17 percent., between 1901 
to 1911, 10‘ 91 per cent- and between 1911 to 1921, 4*8 per cent, 
while the increase of population in British India during the same 
decades was respectively 2*4 per cent., 5*5 per cent, and 13 per 
cent.* Nor can the low productivity be justly ascribed to the in- 
efficiency or ignorance of the Indian cultivator. The standard of 
inherited skill in husbandry of the Indian cultivator is high, but 
the farmers of other countries are undoubtedly in a position of 
greater advantage inasmuch as they are aided by the discoveries of 
scientific research made available to them by an enlightened State 
policy in regard to agriculture. 

In this connection we should like to invite attention to the com- 
paratively low expenditure on agriculture in India by the Central 
and Provincial Governments. The following table which is given* 
on page 176 in “The Punjab Peasant’/ by Mr. Darling will be 
found interesting. U 


Country. 



Per 1,000 
of 

population. 

Per 1,000 

acres 

cultivated. 




R<*. 

Rs. 

United States (1919-20) 

• 

. 

1,020 

210 

United Kingdom (1921) 

• 


960 

1,380 

Germany (1910) .... 



945 

705 

Italy (1925-26) .... 

• 


255 

184 

British India (1924-25) 

* 

• 

34 

30 


61. Another potent factor which contributes to the extreme 
economic weakness of the Indian agriculturist is the inadequacy of 
subsidiary occupations which supplement his slender income from 
agriculture. As early as 1880, the Indian Famine Commission- 
pointed out that “A main cause of the disastrous consequences of 
Indian famines and one of the greatest difficulties in the way of 
providing reliefs in an effectual shape is to be found in the fact 
that the great mass of the population directly depends on agricul- 
ture and that there is no other industry from which any consider- 
able part of the community derives its support. The failure of the* 

* “ A Study in Indian Economics ” by Pramathanath Banorjee, M.A.* 
19 28, page 37. 
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usual rains thus deprives the labouring classes as a whole not only 
of the ordinary supplies of food obtainable at prices within their 
reach, but also of the sole employment by which they can earn the 
means of procuring it. The complete remedy for this condition of 
things will be found only in the development of industries other 
than agriculture, and independent of ri actuations of seasons. With 
a population so dense as that of India, these considerations are of 
the greatest weight and they are, rendered still more serious by the 
■tfact that the numbers who have no other employment than agricul- 
ture are in large parts of the country greatly in excess of what is 
really required for the cultivation of the land. So far as this is the 
case, the result must be that the part of the population which is m 
‘excess of the requirements of agriculture eats up the profit that 
would otherwise spring from the industry of the community. It is 
not surprising in a country thus situated that material progress is 
•slow”. 


02. A recent investigation into the economic condition of the agri- 
culturist in certain districts of the province of Madras was made by 
a Committee appointed by the Madras Government with the con- 
currence of the provincial legislature and their report was pub- 
lished this year. That committee summarized certain factors 
affecting the economic position of the cultivator in the area of their 
investigation. Some of the conclusions of that Committee will 
probably be found to apply to other parts of India also, and there- 
fore we reproduce the relevant portions below. (Pages 98 and 99 
*of the report). 

(1) While population has increased, extension of cultivation 

has not kept pace with it. 

(2) There is no improvement in the condition of un-employ- 

ment of agricultural labour. 

(3) Fragmentation of holdings has increased and the average 

area of holdings has gone down. 

(4) The indebtedness of the agricultural population is heavy, 

hampers cultivation and reduces incomes. 

(5) Land is changing hands rapidly owing to many causes 

and ryots are unable to repay their debts except by the 
sale of their lands. 

(C) The margins available for maintenance of the cultiva- 
tor’s family, after paying the assessments, are either 
inadequate or nil. 

<7) In most rural parts the value of the agricultural produce 
is insufficient, after meeting the demands of the Gov- 
ernment revenue, for the maintenance of the agricul- 
turists ; so that, while a few rich people get richer, 
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and a small number remain on the margin of subsis- 
tence, the majority are running into debt and losing 
their hold cn land which is frequently changing 
hands. 

(8) The system of land revenue is based too much on aver- 
ages (average rainfalls, average supply of water, 
average outturns, average prices, etc.). The inelasti- 
city of the system leads to low production and indeb- 
tedness. It is antiquated, and is not in keeping 
with the trend of land revenue policy in civilised 
countries. Jjand revenue in India is much heavier in 
its incidence than other taxes. 

We should like to add the following other factors which affect 
the economic position of the cultivator in India : — 

(u) the comparatively small spread of literacy ; 

(b) the oistence of social habits which do not conduce to 

progress ; 

(c) limited opportunities for fuller life and for initiative and 

enterprise ; and 

01) absence of definite efforts made by the Government or 
the people on a large scale to raise the status of the 
agriculturist and to effect an all-round improvement 
and uplift. 

Among the recommendations of the committee referred to in 
the* preceding paragraph is to be found the following : — 

“To relieve unemployment, cottage industries and indus- 
tries connected with agriculture (conversion of raw 
materials into finished products) should be started 
under government auspices, or private enterprises en- 
couraged with liberal State aid”. 

The agriculturist has sufficient spare time on his hands to devote 
himself to subsidiary occupations to supplement his income from 
agriculture if such occupations can be pursued profitably. But he 
lias been exposed to the full blast of competition of forces from the 
rest of the world and many of the industries on which he relied in 
the past in a system of self-sufficing economy have suffered largely 
from, or been wiped out by, the competition of machine-made 
articles. 

63. It is necessary to add that the effects of the world competi- 
tion are felt not only in the cottage industries but also in agriculture 
itself. The recent fall m the world prices of cotton ? rice, wheat, 
jute and groundnut, only to mention a few of the principal commo- 
dities, has made the cultivator conscious of forces operating from 
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afar and affecting him powerfully. Here again there is no effective 
action by the State foi avoiding or mitigating the adverse influences 
.which affect the farmer. 

64. In all parte of India the cultivator is steeped in indebtedness. 
We have dealt at length on the extent and effects of rural debt on 
the economic condition of the cultivator elsewhere in the report, »b 
the question is intimately connected with our Enquiry. His credit 
needs are satisfied, if at all, inadequately and at ruinous prices. 
The nature of the interest in the land he cultivates varies from 
ownership to mere tenancy at will, and the efficiency of agriculture 
over large parts of the country is in consequence adversely affected 
by his possessing a restricted and precarious right in the land he 
cultivates, thus giving him no incentive to improve the land. 
Under the circumstances mentioned above agricultural land in< 
parts of India can scarcely be said to form valuable security for 
raising capital and credit that the agriculturist certainly needs. 

05. Further, the Indian agriculturist is now being drawn slowly 
but steadily in the sphere of influence of markets, both national 
and international. But here again he has neither organization 
nor the credit facilities to help him as in countries like the United 
States of America, Canada, Denmark, Germany and other Euro- 
pean countries. The' disorganized condition of the cultivators 
which in certain cases is accentuated by the existence of the power- 
ful organizations of the buyers, and the lack of proper credit facili- 
ties enabling them to hold on to their crops in time of plenty, often 
prevent them in India from obtaining a fair price for their produce. 

66. In addition to these numerous difficulties from which the. 
agriculturist suffers, he has another serious handicap, namely illi- 
teracy. The percentage of literacy in India is still very low, and 
technical education in agriculture can hardly be expected to make 
any progress without the back-ground of general education. 

The problem of rural finance. 

67. Agriculture is an industry and, like other industries, requires 
both short-term and long-term finance, but there are certain 
fundamental differences between agricultural and industrial 
finance : — * 

(1) In agriculture, the units of production are essentially a one- 
man concern — and the credit available for the concern is limited 
to the credit of one man or one family. The method of raising 
capital by the device of joint-stock enterprise, namely, by subscrip- 
tion, is not open to this industry. The limited extent to which’ 

*Vide Report of the Committee on Agricultural Credit in England 1923, and 
Report on Agricultural Credit in England, 1927, ‘ The Condition of Agriculture 
in the United States and Measures for its improvements being a report by the 
Businessmen's Commission on Agriculture, and * Agricultural Economics by 
G. O'Brien. 
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a recourse to this method is recommended by some Provincial Com- 
mittees in connection with the land mortgage banks is referred to 
later. The peculiar feature which renders farming more helpless 
than other branches of industries is its persistent small scale orga- 
nization. While other industries tend to become concentrated in 
units of ever-expanding size, agriculture remains scattered, indi- 
vidualistic, small scale and chaotic. These peculiarities reflect 
themselves in the supply of capital to the agriculturist. Generally 
speaking, as a producer, the farmer thus remains dependent on 
his own resources. The savings of the general community are 
relatively inaccessible to him. Further, while the industrialist 
can capitalize the future, or raise money on * ‘estimated’ * earning 
power, the agriculturist cannot, there being no commercial measure 
of these things in agriculture acceptable to the ordinary investor. 
While, therefore, the manufacturer raises his capital by subscrip- 
tion, the farmer must raise much of his capital by credit. 

(2) As pointed out by the Committee on Agricultural Credit in 
England (1923), “in the very nature of things the agriculturist is 
often isolated and remote from the normal opportunities for ob- 
taining credit. Compared with those of the manufacturer and 
the trader, his operations are complex, long in their cycle and 
subject to exceptional risks from weather and disease beyond the 
ordinary ups and downs of prices and wages which he suffers in 
common with industrialists. For the greater part of the year, and 
especially when he is most in need of credit, his capital is sunk in 
forms of wealth, difficult for any one but an expert to value and 
not readily chargeable as security for an advance, while his personal 
training and method of life are not such as to fit him to surmount 
these natural disadvantages and to establish that position in the 
credit market to which his financial stability and high standard 
of probity generally entitle him.” 

(3) Another feature of agricultural production in general, and 
also of particular agricultural crops, is inelasticity of supply and 
the comparative difficulty of adjusting the supply to fluctuations in 
demand. Devices which are open to the industrialist are not avail- 
able, in the same degree, to the agriculturist in controlling produc- 
tion. On the decline of demand, an industrialist can slow down or 
cease production altogether but not the farmer. Output cannot be 
stopped on a farm as it can be in a factory ; if the land is not 
cultivated by man, it will produce its own crops of weeds. More- 
over the abandonment of the farm implies the abandonment of the 
home and will be undertaken far less readily than the abandon- 
ment of a workshop. The need for finance thus remains constant, 
though production may be unprofitable. This feature of inelasticity 
in production leads to a lowering in the standard of living and 
ultimately, to the morass of indebtedness. Indebtedness is not 
per se an evil, but the trouble arises when the debt is incurred by 
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a farmer who does not know the two cardinal points of farming, 
viz., what farming costs, and what it brings him. This position 
becomes worse, specially in a country like India, with an illiterate 
peasantry. 

(4) The phenomenon of over-production which may occur both 
in industry and agriculture creates some special difficulties for the 
latter. As a rule, industries are more centralised and can avail 
themselves of adequate credit facilities from existing machinery 
enabling them to withhold from the market a part of their supply 
and exercise a certain degree of control over the price by agree- 
ment on some scheme of restriction of production. The agricul- 
turists, on the other hand, are totally disorganized, being scattered 
over a wide area, and having generally speaking, no such credit 
institution as can undertake the enormous task of providing them 
with the necessary credit for regulating the supply of their pro- 
duce. Their necessity for such help is thus much greater than that 
of industries and the circumstances call for some special arrange- 
ment through State assistance to extend cheap facilities for credit 
to the cultivators in order that they may hold on to their crop for 
better prices. This is particularly needed in a country like India 
where the absence of necessary credit facilities and the illiteracy 
of the cultivators have made it impossible for them to safeguard 
their own economic interests, while their poverty, ignorance and 
debt obligations compel them to sell their crops for whatever price 
these may fetch immediately the harvesting is over. 

(;3) The principal security for long-term credit, which the 
farmer can usually offer, is the land itself. In all countries agri- 
cultural land and other forms of real property are a most unsuit- 
able form of security in commercial banking, for land is not a 
readily realizable asset and its price is liable to peculiar influences, 
and necessitates a special machinery for ascertainment. Moreover, 
investments in them are so much frozen credit, so far as com- 
mercial banking is concerned. Again, there may be difficulties 
in connection with titles and restrictions, customary or statutory, 
on the right of transfer. In India, the existing restrictions on 
the right of transfer operate to reduce the agriculturist’s credit and 
to increase the interest charges by increasing the risks of lending 
money to him. In fact, the word agriculturist as used in India 
comprehends a variety of persons from the cultivating proprietor 
(the landlord who has an absolute free-hold interest in the hold- 
ing, subject only to meeting the demands of the State on the 
land) to a landless agricultural labourer. Indeed agricultural 
interests in the land may, and not infrequently do, comprise 
numerous intermediate interests in between the State and the 
actual cultivator as a result of the systems of tenures, under- 
tenures and sub-tenancies, which are recognised by custom or law 
or both. It is perfectly obvious that all these agriculturists cannot 
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get the same kind of financial accommodation and that in the case- 
of some, it may not be possible to get any accommodation at all. 

(6) The accomplishment of the task of successfully constructing, 
and maintaining the machinery of rural finance, that is to say,, 
establishing a satisfactory link between agricultural industry and. 
the money market, between the -farmer seeking credit and the- 
capitalist seeking investment, has been found to be by no means 
easy in any part of the world. It is much less easy in India where- 
farming is essentially in the hands of small farmers and is so differ- 
ent from other forms of productive industries that the ordinary 
credit machinery which serves the needs of industrialists and the 
traders is prima facie unsuitable to agriculture. Effectively tcv 
finance the cultivators of a single district or even of a taluka, the 
resources of a commercial bank have to be distributed amongst 
thousands of small borrowers. Comparatively more liquid and more- 
easily realisable assets of the cultivator to back up a banking credit 
are his crops or live stock or dairy produce. Even these are pre- 
carious forms of security owing to the physical risks to which produc- 
tion is subject, such as Hoods, failure of monsoon, pestilence among 
.live-stock and so forth. The most honest and thrifty farmer cannot 
under such contingencies always pay back punctually his debt ; 
and if agricultural credit should have beneficial effects, the creditor- 
nhoukl postpone his demand until the effects of a devastating visita- 
tion are over or a more favourable season comes round. Again, 
if the credit, advanced to a farmer, of a substantial sum cannot 
wholly he recovered from a year’s harvest without starving his 
other economic needs, his limited repaying capacity necessitates 
the recovery of the same in small driblets over a number of years,, 
out of the margin of the profits of his farming. The rapid circula- 
tion of money being essential to the success of a commercial bank 
and the bulk of its working capital being derived from short-term 
deposits or call money, a commercial hank cannot, generally 
speaking, obviously afford to postpone its recoveries or tie up its 
resources to accommodate the farmers’ needs. The commercial 
banks therefore do not, to any appreciable extent, directly connect 
the agriculturists with the money market, although they can render 
valuable financial assistance to the agriculturists in indirect ways, 
as will be shown later. 

OR. These important differences between agriculture and other 
industries give rise to special problems of rural finance requiring 
special treatment all the world over. As stated in the Report on 
Agricultural Credit in England (1027), “Credit and the machinery 
of borrowing and lending now form an integral part of the indus- 
trial system of all civilised countries, but in almost every agricul- 
tural country, credit for agriculture has come to be treated as a 
special question requiring, in many cases, special organization and, 
generally, special legislation”. Even in America, where farms are 



48 


CHAPTER IV. 


large and agriculture much more organized, the need for special 
treatment of agriculture in the matter of capital and credit has 
been fully recognized as borne out by the following short extract 
from the Eeport of the Businessmen’s Commission on Agriculture : 
“Assuming that the essential facts have been ascertained and are 
understood, it is commonly accepted that the farmer’s problem 
may be approached and solved like any other business, industrial 
or economic question. This, it is submitted, involves a fallacy and 
if acted upon must invite confusion worse confounded. Elements 
of business are, however, present, it is true, and business methods 
must be observed ; but the pursuit of agriculture presents other 
features so peculiar, indeed so unique, that the failure to take 
account of them must lead to gravest miscalculation”. 

69. In some western countries, especially England, a very large 
volume of rural credit is provided by the commercial banks. This 
is due mainly to the penetration into the country-side of the branch 
banking system. The Committee on Agricultural Credit in 
England (1923) ascertained from each of the five leading banks in 
England and Wales the precise extent of their loans to agricul- 
turists and found that a sum of £46J millions was the amount of 
loans outstanding against farmers, of which £26 millions represented 
loans for the purchase of agricultural land and £20 millions normal 
loans for current trading. The uneconomic nature of the majority 
of the holdings, the slenderness of the security that the agriculturist 
can offer and certain other causes perhaps account for the joint-stock 
hanks in India not having provided any substantial amount of rural 
credit. It is chiefly on this account that the sowcar.or the money- 
lender has been, and is still, the main source from which the culti- 
vator derives his financial accommodation, however, uneconomic 
the conditions on which it is obtained may be. In order, therefore, 
to leave the farmer some part of the profits of his farming effort, 
it is necessary to devise a satisfactory system of rural finance. 

70. There is also another broad aspect of the problem of rural 
finance. It arises out of the interest of the nation as a whole to 
maintain agriculture in an efficient condition and the obligation 
of the State in that matter. The Businessmen’s Commission .on 
Agriculture in America emphasises this aspect of Rural Finance 
in their report where they say “Agriculture is not merely a wrv 
of making money by raising crops ; it is not merely an industry or 
r business ; it is essentially a public function or service performed 
by private individuals for the care and use of the land in the 
national interest ; and farmers in the course of their pursuit of 
r living and a private profit are the custodians of the basis of the 
national life. Agriculture is therefore affected with a clear and 
unquestionable public interest, and its status is a matter of national 
concern calling for deliberate and far sighted national policies, not 
only to conserve the natural and human resources involved in it, 
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but to provide for the national security, promote a well-rounded 
prosperity, and secure social and political stability.’ * 

The function of credit and the part it plays in agriculture. 

71 . The Royal Commission on Agriculture and many of the 
Provincial Banking Enquiry Committees have pointed out that it 
would be a mistake to suppose that in an easily obtainable credit 
alone lies the panacea for all the ills from which the Indian agri- 
culturist suffers to-day. This is also the conclusion at which the 
Committees on Agricultural Credit and the Agricultural Tribunal 
of Investigation in England have arrived. The former at page 5 
of their Report (1923) observe as follows : — 

“Credit alone cannot convert an unprofitable industry into a 
profitable one. Credit may enable an individual to make a certain 
operation pay which might not otherwise pay or might not other- 
wise be undertaken at all and the price which the producer has 
to pay may just turn the scale towards profit or loss in his own 
case. Viewed in this way credit may be an important factor in 
the cost of production in individual cases but it is mainly in other 
directions that a solution inusi be sought of the difficult problem of 
how agriculture generally can he made to pay and these lie beyond 
our province.’’ 

72. The Agricultural Tribunal of Investigation whose terms of 
reference were wider have very lucidly analysed the factors that 
go to make agriculture a paying industry and they have said that 
the study of foreign systems of agriculture show that a large 
number of forces contribute to the well-being of the agricultural 
industry in any country. The Tribunal singled out some of those 
factors which in their opinion were sufficiently important to deserve 
special mention. With some modifications these factors are equally 
applicable to Indian conditions and we may briefly enumerate them 
as follows : — 

(i) Removing the existing impediments to efficient production .- * 
We have already referred to the necessity of improving irrigation 
facilities, particularly in regard to minor works, in order to increase 
both the area under crop and the yield. Other impediments are 
fragmentation and sub-division of holdings and the prevailing system 
of land tenure, which stands in the way of the growth in India of 
a class of peasant proprietors. The example of Denmark shows 
wdiat the "creation of peasant proprietors in land can do. Many 
competent observers regard the system of ownership in agricul- 
tural land as one of the influential causes in Denmark’s pros- 
perity. There the farm tenancy decreased from 42*5 per cent, 
in 1800 to 10 per cent, in 1905 and 92 per cent, of the farmers in 
Denmark now own their farms. W have aheady referred in 
paragraph G4 to the detrimental effect which the presem system 



50 


CHAPTER IV. 


of land tenure in many parts of India has on the capability of the 
agriculturist to raise capital and credit to the extent required. The 
Central Provinces Committee are of opinion that any form of rest- 
riction on the right to transfer land must have injurious reactions 
on the efficiency of the cultivator. It has also been suggested that 
the most urgent requirement before the country today is the 
passing of legislation to bring .consolidation of holdings into being 
at the earliest possible moment, and that without consolidation 
progressive farming is impossible. 

In this connection one of our colleagues, Mr. Devadhar, has 
obtained some interesting statistics about the working of the Act 
which was passed in 1928 for the consolidation of holdings in the 
Ohhatisgarh Division of the Central Provinces ( vide para. 1615 
et seq of the report of the Central Provinces Provincial Banking 
Enquiry Committee). According to his figures, during the short 
period of a little over three years, during which the Act has been 
in operation, 502 villages have come forward to secure the benefit 
of t’he Act; 174 villages out of 502 have so far been dealt with; 
in all 156,500 acres of land parcelled out into thousands of small 
holdings have been consolidated; the expenditure to Government 
has been comparatively small and in view of the attractiveness of 
the scheme to the agriculturist, Government have now decided to 
recover from him one-half of the cost of consolidation. 

Mr. Devadhar also suggests that in the task of rural up-lift 
work which is appealing to the imagination of the educated people 
interested in the betterment of the agriculturist, the work of con- 
solidation of uneconomic holdings or the prevention of further 
fragmentation of land must be vigorously undertaken. 

(ii) The fiscal organization of the country and in particular the 
assistance to agriculture by tariffs and subsidies. — India has kept its 
door open for the import of agricultural produce from other 
countries and this policy, to quote a recent instance, has inflicted 
great hardship on the wheat producers of the country. The lloyal 
Commission on Agriculture which considered the question of lariffs 
in connection with their enquiry recommended certain concessions 
in regard to the import duty on agricultural implements and 
articles used in the manufacture of such implements in India. 
Similarly, the grant of subsidies by the State for a limited peripd 
has been considered in certain other countries to be quite legiti- 
mate for fostering the production of certain crops and for various 
other purposes. 

(iii) Lowering the burdens of taxation. 

(iv) The economic organization of the industry and in particular 
the development among farmers of methods of purchase and sale 
and co-eperative insurance . — Some of tli3 Provincial Committees 
have emphasized the need for insurance against i the unforeseen 
risks to which agriculture is exposed and have recommended that 
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the prospects of schemes of insurance of cattle and crops by Gov- 
ernment or by co-operative organizations should be considered. 
We shall show in a later chapter how the existing system 
of purchase and sale of agricultural produce leaves a great 
deal to be desired. We would only mention here that we agree 
with the foreign banking experts that little will be gained by 
bringing millions of acres under cultivation, or increasing the agri- 
cultural production of the country, unless the necessary steps are 
taken to ensure that the commodities produced will secure a ready 
sale at a profitable rate. 

(v) Instituting schemes for the improvement of land , live-stock 
and crops , elimination and control of pests of playits and animals , 
provision of power and other assistance to industries subsidiary to 
agriculture and developing afforestation. — It is not necessary to 
quote here all the recommendations of the Royal Commission in 
regard to the several items included in this factor. To quote only 
a few instances, the cultivation of improved varieties of seed docs 
not confer sufficient advantage on the producer until arrangements 
are made for ensuring the purity of the article sold in. the market. 
It has been urged that legislation should be undertaken to avoid 
adulteration of commodities in the market and that the Govern- 
ment should see that such legislation is enforced. Again, the im- 
port of hydro-genated oil into this country and its sale as ghee is 
reported to be responsible for the very slender chance of the revival 
of the dairy industry in India. Further it has been suggested that 
the difficulties of climatic conditions in India are not insurmountable 
and that if arrangements for cheap power be made, a very large 
area under cultivation can be protected against the vagaries of nature 
and the existing risks of agricultural industry minimised to a great 
extent. The improvement of the fertility of the soil, which has 
been reduced by continuous cropping without manure, is another 
urgent requisite of agricultural prosperity. 

(vi) Organizing the transport system of the country iriih due 
regard to the interests of agriculture . — That the railway freight on 
the requirements of the agriculturists such as fuel and fertilisers, 
and on agricultural produce itself, is very high is a standing com- 
plaint against the present working of the transport system of the 
country. This policy is said to place a very great handicap on the 
agricultural produce of this country in competition with imported 
articles from other countries. For instance, it is understood that 
at the time of our report the freight per maund of wheat from 
Australia to Calcutta is six annas while the railway freight from 
Lyallpur to Calcutta is Rs. 1-3-3. Similarly, it has been pointed 
out that chemical manures in India are not> produced as by-pro- 
ducts of other industries and that on account of prohibitive prices 
they cannot be profitably used for ordinary crops in India. Other 
manures, like bone-meal, leaf-mould and potassium nitrate, can- 
not be used, as the transportation charges are very heavy. We 
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understand that bone-meal and potassium nitrate which are 
manures locally produced have to pay higher freight rates- 
than imported artificial manures. Moreover, a large quantity 
of farm-yard manure has to be burnt as there is no other 
fuel available and the cheap fuel from the forests cannot 
be brought to the cultivator’s door on account of prohibi- 
tive freight rates. Unless these handicaps are removed, the 
cultivator has no chance of improving his productive capacity. We 
may in this connection refer to our discussions with the foreign 
banking experts where it was admitted that in Germany the rail- 
way freight rates are adjusted for the special benefit of agriculture. 

(vii) Establishing a system of sound general education and 
special provision for agricultural education and research and for em- 
bodying the results of such research within the practice of i he agri- 
culturist . — We understand that Denmark in less than half a century 
has raised herself to the height of prosperity by the education of 
her children and the improvement of her land. The spread of 
education among the rural population in India is of the foremost im- 
portance to agricultural development. We emphasize the necessity 
of embodying the results of agricultural research within the prac- 
tice of tlm agriculturist. As it, is, even the Royal Commission on 
Agriculture reported that although mammal experiments have been 
carried out on every agricultural station in India, satisfactory 
advice to the cultivator in regard to the use of manures had not) 
reached the stage of practical politics. 

(viii) The developing of State or voluntary organization to pro- 
vide the necessary central and local machinery for carrying out mea- 
sures of agricultural policy and for influencing that policy. 

73. To sum up the position, we think that besides the provision 
of credit, the active pursuit of a progressive and constructive agricul- 
tural policy is necessary for the purpose of fostering profitable agri- 
culture under modern conditions. In order to provide Government 
with the information it requires to pursue such a policy it is neces- 
sary to have a provincial organization on a permanent basis. The 
Provincial Committees during the course of their enquiry were 
confronted with the absence of any reliable or complete economic 
data and some of them had to enlist the assistance of a few univer- 
sity graduates in connection with their intensive surveys in indivi- 
dual villages. More than one Provincial Committee have recom- 
mended the establishment of a provincial organization on the lines 
of the Punjab Board of Economic Enquiry. We understand that 
this Board was formed in 1919 and has carried out a large num- 
ber of village surveys and collected information in varied subjects 
such as the size and distribution of agricultural holdings, the rates 
of food consumed, mortgages of agricultural land, farm accounts 
and family budgets, and has provided a mass of useful data on the- 
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economic position of the agriculturist. We support the recom- 
mendations of the Provincial Committees that a Provincial Board 
of Economic Enquiry should be started in each province to collect, 
correlate and analyse all the economic factors influencing the agri- 
culturist and to present the results of the enquiry in a convenient 
iorm. As pointed out by the United Provinces Committee, the 
work of this Board must be of a practical rather than of a theore- 
tical nature and the Board itself •should act as a hand-maid to the 
Government Departments whose duty it is to promote the welfare 
and prosperity of the agricultural population. We do not think it 
is necessary for us to indicate how the Board should be constituted. 
This we would leave to the Provincial Governments to decide. 
We understand that in the Punjab it is a non-official body con- 
sisting of both officials and non-officials interested in economic 
studies and practically depending on a Government grant for funds. 

74. Nicholson in his report on agricultural banks in India draws 
pointed attention to the necessity to couple credit with the pro- 
motion, almost enforcement, of thrift, providence and heedfulness 
in borrowing. The Irish co-operators also lay considerable em- 
phasis on the fact that the producer cannot be dissociated from the 
man and* that in order to bring about a change in his standard of 
living and in his outlook on life, the agriculturist should be tackled 
as a whole. Their well-known formula of rural economy is “Better 
Farming, Better Business and Better Living”. The United Pro- 
vinces Committee have also struck the same note in their Report 
where they suggest that rural reconstruction and better living 
societies should go hand in hand with Co-operative Credit Societies. 
The Royal Commission on Agriculture in dealing with the 
history of the Agricultural Bank of Egypt draw some lessons for 
the guidance of those who wish to reform the system of rural 
finance in India. They say : “The history of this institution pro- 
vides a wholesome corrective to the views of those who hold that 
the problems of rural debt are to be solved at a stroke by the provi- 
sion of cheap and abundant credit”. 

75. The difficulties in dealing with the problem of the Indian 
agriculturist seem to be further complicated by the circumstance 
that in India agriculture is, with most cultivators with unecono- 
mic holdings, more a mode of living than a business. The 
Royal Commission on Agriculture summed up the position 
in these words : “To a very great extent the cultivator in 
India labours not for profit nor for a net return but for subsistence. 
The crowding of the people on the land, the lack of alternative 
means of securing a living, the difficulty of finding any avenue of 
escape and the early age at which a man is burdened with depend- 
ents combine to force the cultivator to grow food wherever he can 
-and on whatever terms he can”. Even elsewhere the farmer’s chief 
aim is to provide the necessaries of life for his own household. He 
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13 both the proprietor and the wage-earner and this position of 
mixed interest offers “a stubborn challenge to the economist’s en- 
quiries as well as to the programmes of administrators and legisla- 
tors.** Whatever may be the actual figure, it is generally conceded, 
that the income of the agriculturist per head is the lowest in India, 
as compared with most other countries. The Bombay Provincial 
Committee’s observations may be taken as typical of the analysis 
of the position by other committees also. They say: — ‘‘No im- 
provement in the existing credit system and banking facilities is* 
likely to be effective unless it is accompanied by measures for 
raising the standard of living and economic condition of the mass 
of the population and for building up its productive strength. It 
is beyond our terms of reference to make specific suggestions in 
the matter, but we consider it essential to point out that progress 
of banking will depend on the spread of education and the promo- 
tion of agricultural improvement and the encouragement of in- 
dustrial effort. Economic progress and development of banking 
being inter-dependent, banking cannot make any advance in a 
community sunk in poverty, ignorance and helplessness. Credit 
would merely supply grease to the economic machine and it is 
essential that all possible measures should be taken to ensure the' 
efficient working of the entire mechanism”. 

7l'. Wo are, however, aware that the poor economic condition 
of the peasantry in Tnd»a in general and the lack of proper credit 
facilities available to them involve them in a vicious circle. The 
position of many of the cultivators makes it difficult for them to 
furnish any security readily acceptable from the point of view of 
sound, safe and easily realisable investment. On the other hand the 
lock of cheap facilities for credit is responsible for the circumstances 
which compel these cultivators to resort to such money-lending 
agencies as impose on them quite ruinous terms regarding the condi- 
tions and rates of the loans and weaken their economic position 
still further through enhancement of their pre-existing debt. We 
do recognise that, although the economic position of these cultiva- 
tors is due to various factors which do not strictly come under our 
purview, unless some effective measures are taken to furnish them 
with proper credit facilities, their economic position will grow T 
worse day by day. We have, therefore, proposed in subsequent 
chapters better provision for rural credit through suitable organiza- 
tion of agencies like co-operative societies, land mortgage banks 
and money-lenders and have also suggested the creation of new 
facilities such as the establishment of licensed warehouses. 
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RURAL FIN AN CE — (continued) . 

Rural Indebtedness., 

77. The question of rural indebtedness is one of the most im- 
portant questions with which we have to deal. The prosperity of 
the country and the successful development of trade, industry and 
commerce entirely depend upon the improvement in the general 
economic condition and in the increase in the buying power of 
its population engaged in, and dependent on, agriculture. To 
achieve this it is necessary that the problem of indebtedness, its 
causes and its liquidation should be effectively solved. The Pro- 
vincial Banking Enquiry Committees have attempted an estimate 
of rural indebtedness in their respective provinces. For the reasons 
mentioned in the provincial reports, estimates of rural indebtedness 
cannot be accurate. A total of about Rs. 900 crores made up of 
the figures for different provinces given in the provincial reports 
may, however, be taken as a very rough estimate of the total rural 
indebtedness of India. The figures for different provinces aie : — 


Province. 

Total rural indebtedness. 


Rs. 

Assam 

. 22 crores. 

Bengal . • 

. 100 crores. 

Bih#r and Orissa 

. 155 crores. 

Bombay 

. 8 1 crores. 

Burma , 

. 50 — 60 erores. 

Central Areas 

. 18 crores. 

Central Provinces 

. 36 crores. 

Coorg 

. 35— 55 lakhs. 

Madras 

. 150 crores. 

Punjab 

. 135 crores. 

United Provinces 

. 124 crores. 

78. On the question whether the volume of agricultural indeb- 
tedness is increasing or decreasing, there is a general consensus 
of opinion that the volume has been increasing in the course of the 
last century. Sir Edward Maolagan writing in 1911 observed as 
follows : — “It has long been recognised that indebtedness is no 


new thing in India. The writings of Munro, Elphinstone and 
others make it clear that there was much debt even at the beginning 
of our rule. But it is also acknowledged that the indebtedness has 



56 


CHAPTER V. 


risen considerably during our rule and more especially during the 
last half century. The reports received from time to time and the 
evidence of annual sale and mortgage data show clearly there has 
been a very considerable increase of debt during the last half a 
century.” The Royal Commission on Agriculture in India summed 
up the position in these words : “It is more than probable that the 
total rural indebtedness has increased in the provinces; whether 
the proportion it bears to the growing assets of the people has re- 
mained at the same level or whether it is a heavier burden or 
lighter burden on the more prosperous cultivator than of old are 
questions to which the evidence we have received docs not provide 
an answer”. The Punjab Committee have, for example, estimated 
that the total agricultural debt in the province has increased from 
Rs. 00 crores in 19*21 to Rs. 135 crores in 1929. The burden of 
indebtedness has really become much more crushing than can be 
judged from a comparison of the growth of its volume in rupees, 
when we take into account the fact that the fall in the price of the 
crops since 1921 has been roughly 50 per cent. To understand 
the full ('fleet of this burden, we may state, for instance, that the 
increase of rural debt in the Punjab from Rs. 90 crores in 1921 to 
Rs. 135 crores in 1929 really represents a debt of Rs. 270 crores 
in 1930. 

Home of the Provincial Committees attempt to distribute the 
debt per capita and per acre of cultivated land, but the figures 
arrived at are not such as* are calculated to convey an accurate idea 
of the economic position of the agriculturist. Regarding the distri- 
bution of debt on the acreage of eullurable agricultural land, the 
Bombay Committee which attempts to arrive at a figure points out 
that it is of little practical value, and what applies to Bombay 
applies equally to all other provinces. After pointing out that the 
debt works out to 15 times the total land assessment, and at Rs. 20 
and Rs. 20 per net cropped acre and cultivated acre respectively, 
the Committee proceeds to say that the figures vary in regard to 
the several parts of the Bombay Presidency like Southern Gujerat, 
Kliandesh, Sind and Konkan, and that higher indebtedness per acre 
does not necessarily mean a correspondingly heavier burden. In 
their own words “An acre of good land may require larger capital 
and yield good income whereas an acre of inferior land may require 
less capital and yield less. From the point of view 7 of assets also, 
an acre of land denotes different values at different places”. In 
\iew of the difficulties pointed out above in regard to the incidence 
of debt per capita or per acre, we have not further examined the 
question. 

79. As regards the number of agriculturists who are free from 
debt, different Committees have adopted different methods of ascer- 
taining the percentage of those who are free from debt to the total 
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rural population. The figures so worked out for four provinces aro 
given below : — 


Province. 

Assam 


Bihar and Orissa 
■Central Provinces 


United Provinces 


Percentage 
free from debt. 

varying from 9 per cent to 38 
per cent in different districts. 

( 1 ) 

varying from 19 per cent to 
21 per cent. (2) 

varying from 14 per cent to 
72 per cent in the case of 
landlords and from 13 per 
cent to 70 per cent in the 
case of cultivators. (3) 

varying from 33 per cent to 
61 per cent. (4) 


This being the first effort by a Committee to arrive at even approxi- 
mate figures of freedom from indebtedness in rural areas, and in 
view of the differing methods employed in each of the four pro- 
vinces figures for which are available as above, we feel that it 
would he erroneous to attach any importance to the value of these 
figures as being of general application even in the whole of the 
respective provinces. But it is to be hoped that the provinces may 
be able, in their subsequent efforts, to make more definite enquiries 
following the spade work done by their Banking Enquiry Com- 
mittees last year. 

80. As early as 187o* the Commission appointed to enquire into 
the causes of the agrarian riots in the Deccan went into the causes 
of agricultural indebtedness. The findings of that Commission were 
later tested by Nicholson, by investigation into the causes of poverty 
in the province of Madras, who summarised them as follows : — 


“First, poverty with unproductive soil, precarious climate, and 
irregularity of income, 

Second, ignorance and improvidence, 

Third, extravagance, 

Fourth, ancestral debt, 

Fifth, expansion of credit, 

Sixth, increase of population without corresponding increase 
of return, 

Seventh, facilities for borrowing owing to influence of 
money-lenders, 

Eighth, the limitation laws, as leading to renewals on 
usurious terms including compound interest, and 
Ninth, revenue system of a fixed demand.' ’ 


M) Assam, para. 33. 

(2) Bihar and Orissa, paras, 83 and 01. 

(3) Central Provinces, paras. 703 and 716* 

(4) United Provinces, para. 183. 
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81. The Provincial Committees have made detailed investigations 
into the causes of rural indebtedness and their conclusions tally 
in the main with those mentioned by the Deccan Commission and 
by Nicholson. According to the Provincial Committees there are 
many reasons why the agriculturist in India is obliged to 
borrow. The most important and common reason is past 
indebtedness, which occasions, fresh borrowing due mainly to 
the high rates of interest charged. These high rates of 
interest are partly the cause and partly the effect of indeb- 
tedness. The other main reasons are the small size of his 
holding and the way it is split up, making it almost impos- 
sible for him to live within his small income without getting into 
debt unless he is exceptionally frugal and industrious, or has some 
extraneous source of income; his constantly recurring losses of 
cattle from drought and disease, and the insecurity of crops which 
aggravates the cumulative effects of the other factors. To the 
agriculturist’s extravagant expenditure upon marriage and other 
domestic ceremonies is attributed some part of the indebtedness, 
though many of the Provincial Committees think that the picture 
of extravagance is overdrawn. Both the Central Provinces and 
the Burma Committees have, however, pointed out that in times 
of prosperity owing to the absence of proper investment facilities, 
cultivators do spend larger sums upon social ceremonies than would 
be spent in loan years. Improvidence and purchase of land at heavy 
prices and taking up leases of land at high rentals during periods 
of boom have also been mentioned among the causes. In many 
cases the purchase of land at heavy competitive prices or obtaining 
lands on lease at high rents is said to be due to want of other 
occupations besides agriculture. The amount borrowed for im- 
provements is generally small, but in lower Burma a large part 
of the indebtedness of the agriculturists is said to be due to the 
clearing and improvements carried out by the aid of borrowed 
capital. Borrowing for speculative trading is said to be one of 
the most frequent causes of indebtedness in Burma. Another 
cause of indebtedness in Burma is reported to be the necessity 
for one member of the family of a deceased person under the 
Budhist Inheritance Paw, sometimes to purchase the holding 
of the deceased person if it is not large enough to be shared 
among all the members of the family. It is believed that 
a considerable amount* is borrowed in Bihar and Orissa for 
trade purposes, c.q. y for collecting village produce and selling it 
at large centres. The Punjab Committee point out that while 
the reasons given above explain the existence of debt, the money- 
lender and his vicious system of business explain the continuance 
of such indebtedness and that the great expansion of credit that 
lias taken place due to high prices and the inflated value of land 
account for the volume of indebtedness. The Committee have also 
referred to the increase in population without any corresponding 
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increase in production. While in all countries of the world during, 
the last fifty years the percentage of population living on land has 
decreased, in India the percentage has considerably increased. 
According to the census figures, the percentage of the population 
following the occupation of pasture and agriculture has steadily 
risen from 61 per cent in 1891 to 66 per cent in 1901, 71 per cent 
in 1911 and 72 per cent in 1921. The Assam Committee have 
added another very potent cause which appears to have contributed 
largely to the increase of indebtedness^ namely, the decline of the 
cottage industries and the loss of income to the ryot by a subsidiaiy 
occupation in the off-season. 

82. To this state of indebtedness are attributed many of the 
evils to which the peasant is now subject. It is said that the in- 
debtedness leads ultimately to the transfer of land from the agri- 
cultural class to the noil-agricultural money-lender, leading to the 
creation of a landless proletariat with a reduced economic status. 
The result is said to be loss of agricultural efficiency, as the money- 
lender sublets at a rate which leaves the cultivator with a re- 
duced incentive to raise a good crop. It is reported that this is 
confirmed by widespread crop-cutting experiments in Bihar and 
Orissa and Bombay. It is also added that as a result of thU 
inefficiency the ryot is unable to get enough money to put in 
cultivation to yield first class crops and that he thus moves in a 
vicious circle. The United Provinces Committee, however, do not 
think that transfer of land from agriculturists to non-agriculturists 
is always necessarily for the worse, and they do not recommend 
the extension of the Bundelkhand Act to other parts of the province, 
but they recognize the need for a further and fuller inquiry into- 
the matter. In some provinces, such as Madras and the Punjab, 
money-lending business is also done by the ryot money-lenders and 
any resulting change in the ownership of land lias no detrimental 
effect on agricultural efficiency. The evil is said to be very pre- 
valent in Bengal where it is believed the lenders are non-agricul- 
turists in the majority of cases. No recent figures regarding the 
gains and losses of the agriculturist class by sale of land are avail- 
able and it is not safe to draw any conclusion as to the present posi- 
tion in this matter. The Central Provinces Committee have, how- 
ever, stated that the village surveys made by them showed that the- 
number of persons who had lost their land through indebtedness- 
was extremely small and that the money-lender at present at any 
rate, has no desire to take land in satisfaction of debts. 

83. The Provincial Committees have also gone into the allega- 
tion that is generally made that the cultivator is obliged by reason 
of his indebtedness to sell his produce to his creditor at an unfavour- 
able season and at a price detrimental to himself. When money- 
lenders are also shopkeepers and commission agents, they often* 
make it a condition that the agriculturists’ produce must be sold 
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through them. This very seriously affects the liberty of action in 
marketing the produce and is undesirable when the parties to 
the bargain are not matched. The evil effects of this system are 
felt more in Madras, Bengal and Assam than in other provinces. 
A word may be said in explanation of the attitude of the money- 
lender who, as stated by the Bengal Provincial Committee, is not 
always wholly to blame. Even when the money-lender is not a 
trader, and does not want to buy the produce, lie knows that if 
the debtor does not pay after selling his produce, it will not be 
possible for the latter to pay till after the next harvest. He has, 
therefore, to put pressure on the debtor immediately after the 
harvest, and the effect of this pressure is so great that the borrower 
is compelled to dispose of his harvest as quickly as he can. As 
every grower is equally pressed for cash and has to sell at the same 
time, the price obtained by the cultivator is naturally depressed in 
consequence. 

81. Tt is not necessary to repeat here some of the instances of 
economic servitude that arise from the money-lender’s grip over 
the cultivator as these are mentioned in the report of the Agricul- 
tural Commission (paragraph 363), but such instances are now 
reported to he rare. It is reported that the charges that the money- 
lenders ivsed to impose are gradually disappearing and that services 
rendered to creditors are generally paid for to a substantial extent. 


85. To the chronic state of indebtedness on the part of the Indian 
cultivator may also be attributed the existing unsatisfactory system 
of agricultural finance, under which no clear distinction is drawn 
between loans required for short and long periods. When large 
sums of money are borrowed, say, for capital improvements or for 
lepaying old debt, which could not in ordinary circumstances be 
repaid within a short period of time, the period of repayment fixed 
in the bond of agreement does not ordinarily exceed a short period ; 
for instance, it is three years in the Central Provinces. The re- 
sult is that the income of the cultivator has to he utilised towards 
the payment of the loan to a greater extent than is possible or 
desirable and he is left without sufficient margin even for his sub- 
sistence. This involves running the farms on less productive 
methods than would otherwise have been possible, and its reactions 
on national welfare are detrimental. The Central Provinces Com- 
mittee feel very strongly that the creation of facilities for liquida- 
tion of debts, when they assume serious proportions, by dispensing 
long-term loans through an appropriate agency at low rates of 
interest would not only act as a safety-valve against the individual 
agriculturist becoming hopelessly indebted and unable to follow 
productive methods of cultivation, but would also of itself react 
-upon the money market so as to reduce the general rates of interest 
charged on the short-term loans themselves. 
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Debt Conciliation and Liquidation. 

86. Among the causes responsible for the low standard of living 
of the agriculturists and the continued impoverishment of this 
class, even in areas which are blessed with good seasons and 
normal crops, indebtedness must te given a high place. Rural 
credit, broadly speaking, falls into ‘two categories, the current 
debt incurred annually with the intention of repayment after the 
harvest, and the standing or prior debt. As a matter of fact 
owing to the high, and not infrequently usurious, rate of interest 
which has generally to be paid on the current debt, and various 
other causes, the whole of it cannot often be repaid after the 
harvest, and the consequence is that the portion outstanding adds 
to the standing debt. The strengthening and expanding of the 
co-operative credit' organizations, and controlling usury in the 
manner we have indicated in later chapters, are in our opinion the 
most potent remedies for arresting the future growth of unproduc- 
tive debt. But the liquidation of the standing indebtedness pre- 
sents an altogether different problem, it has to be remembered 
that in the majority of cases, this chronic debt is inherited. We 
find children born in debt and making every feasible effort to pay 
the debt of the fathers and forefathers. This social tradition and 
the custom of succeeding generations acknowledging and paying 
the debts of forefathers have been exalted into a legal doctrine of 
the “pious obligation”, to pay an ancestor’s debts, enforceable in 
courts of law. Even when no assets pass and debts are not legally 
inherited, the debt is generally treated by the son or the heir as a 
debt of honour by force of tradition. 

87. The only facility which is now available to the agricul- 
turist for redeeming bis standing debt, apart from borrowing from 
one money-lender to repay another, is supplied by the co-operative 
credit organizations, mostly land mortgage banks. The limited 
extent to which these organizations assist in the redemption of 
prior debt is discussed later on in chapters IX and X. Neverthe- 
less, valuable work in redeeming the standing debt of the agricul- 
turist can be done by co-operative land mortgage banks in localities 
where they exist, and the further establishment of these banks 
should be encouraged where there is a reasonable prospect of their 
working successfully having regard to all the local conditions. In 
order, however, to satisfy the credit requirements of the large class 
of agriculturists who are outside the co-operative movement and to 
provide for substantial loans to big landlords, provincial land 
mortgage corporations on a joint stock basis or on the model of 
the English Land Mortgage Corporation will he necessary. We 
shall deal with the subject of land mortgage banks fully in 
Chapter X. 
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88. Land mortgage banks can, however, be utilized for the 
purpose of redemption of standing debt only by those who can 
produce adequate security based on land and who have got an 
adequate amount of surplus income (i.e , after paying for their 
cultivation expenses and other current needs) which can be used 
for the payment towards the redemption of the debt of annual 
instalments spread over a long period of years, and who will not 
have to seek further assistance from a money-lender for meeting 
.their current needs and for the payment of such instalments. A 
large number of agriculturists, however, cannot produce adequate 
security based on land or where they can do so, do not possess the 
surplus income ; and it is therefore impossible for them to have 
recourse to land mortgage banks. It follows that under existing 
conditions a large number of agriculturists have no facilities for 
getting rid of their standing debt ; and this circumstance is re- 
sulting in a progressive and serious deterioration in their economic 
condition. We consider that it is incumbent on Government to 
devise measures to meet the situation. The Royal Commission 
on Agriculture uttered a serious note of warning when they said : 

4 ‘It must be clearly recognized that the w r orst policy towards debt 
is to ignore it and do nothing”. 

81). One method by which the problem can be tackled is by 
bringing about conciliation between debtors and creditors with the 
object of securing a composition of the standing debt. Several of 
the Provincial Committees deal with this method of solution of 
the problem : 

(i) The Central Provinces Committee have given some facts 
and figures relating to the debt conciliation proceedings which were 
undertaken by the local Government in various parts oLthe pro- 
vince during the period of economic depression resulting from the 
famine years of 18117 — 1000. The Provincial Committee have col- 
lected certain figures with regard to the proceedings carried out in 
Dai noh (two-thirds of the District), Balag^at, Bliandara, Hcshanga- 
bad, Betul and Jubbulpore areas. The total debt whose composition 
was attempted amounted to Us. 2,00,29,512 at the inception of 
the proceedings, and the amount remitted was Ps. 1,21,70,901. The 
Committee point out that there may have been some debt concilia- 
tion in other districts of the province as well, but that the figures in 
respect of them are not now forthcoming. The details of the 
figures mentioned above are given at page 149 of the Committee's 
report. What is of greater interest is the method of conciliation 
work and the following extract elucidates it : — 

“The agency used consisted of local panchayats under the 
direction of a Government officer. Debtors and 
creditors were collected in every village and after the 
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objects of the proceedings were explained to them, 
they were called upon to sign an agreement to abide 
by the decision of the conciliators. The .creditors 
were also required to sign a certificate that the state- 
ment of their claims was complete, and that any item 
omitted from it should be considered void. The pay- 
ing capacity of the debtor was then ascertained and 
the liabilities distributed. In the case of tenants, 
instalments were spread over a period of 5 to 10 years 
and in the case of malguzars 15 yea rs. The instal- 
ments in each case were fixed on the basis of rent or 
revenue paid. Six per cent interest was allowed in 
the ease of overdue instalments of cash loans and 12J 
per cent on grain loans. Tn any year in which Gov- 
ernment revenue was remitted or suspended by rea- 
son of failure of crops, default in payment of instal- 
ments did not incur interest. No special agency was 
created for discharging the debts as compounded, and 
no cash payments were made to the creditors. The 
proceedings amounted largely to writing-off a good 
deal of irrecoverable debt.” 

One of the officers who conducted these operations reported that 
the creditors soon repented of the wave of generous enthusiasm 
and relapsed into their usual methods of collection of debts. The 
Committee further point out that the results were in any case only 
made possible by the exercise of considerable executive pressure 
and that similar methods would be unsuitable under present condi- 
tions. 

(ii) The Punjab Committee do not refer to this subject m the 
body of their report, but describe some of the operations of com- 
position of old debt carried on in their province in part III of note 
C appended to the Report (vide pages 173-174). It appears from 
that note that conciliation was attempted in Lyallpur, Lahore, 
Rohtak, Gujranwala, Ferozepore and Sialkot areas and that in 
some areas the results were satisfactory, while in others they were 
not. It was generally found in some of the areas that the money- 
lender agreed to composition only in bad cases. The following 
account of the method adopted by the Debt Composition Committee 
in Sialkot area where results were most satisfactory will serve to 
elucidate the process : — 

“The Committee approacn tne money-lender and aslc him 
to settle the accounts of certain members of the (co- 
operative) society. The money-lender will then tell 
them the amount including interest up-to-date. A' 
round sum is offered to him and after some haggling, 
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agreement is reached and composition is effected as 
follows : — 

(1) cattle are given to sahukars for amounts which are 

sometimes higher than market prices ; 

(2) grain, bhusa , etc., are handed over to the sahukars; 

(3) partial payments are made in cash ; and 

(4) in some cases concessions are also obtained regarding 
the amount of interest, etc. 

±u numc cases instalments are fixed after making a substantial re- 
payment and at times interest ceases to run from the time of pay- 
ment of a lump sum”. 

(iii) The Bihar and Orissa Committee describe an experiment 
at debt clearance in the Bauch i District where during 1906 — 12 the 
local Government made a determined attempt to redeem debt. 
The details of the scheme and its progress are given in a very 
interesting memorandum by Mr. Boulton, Settlement Officer, 
which is printed in the evidence volume of the Committee’ s report. 
The scheme was tried on a moderately large scale and the Gov- 
ernment advanced about Us. Vj lakhs to the debtors to enable them 
to satisfy their creditors. In 1912, however, it was decided not to 
proceed further with the scheme. It was generally accepted to be 
a failure, principally owing to the fact that many of the cultivators 
could not maintain regularity of repayment and ultimately con- 
tracted fresh debts from the village money-lenders in order to pay 
off Government instalments. 

90. The general experience recorded in all these provinces has 
been that any scheme of debt conciliation could not succeed until 
adequate organization for carrying out debt clearance has been built 
up, and unless some agency like the Government or the co-operative 
credit societies or land mortgage banks where they exist, is forth- 
coming to make cash advances to the debtors in order to enable 
them to pay the compounded debt, at least in part, to the creditor. 
The Central Provinces Committee are satisfied that many creditors 
wcKilcl readily agree to accept in full satisfaction of their dues con- 
siderably less sums if paid down in cash. They also express the 
hope that District Development Boards and those assisting in the 
campaign of rural reconstruction would be able to help in evolving 
a scheme of debt redemption. The Punjab Committee report that 
their evidence leads them to believe that in many areas the money- 
lender is finding recovery increasingly difficult and is more disposed 
than ever before to compound his claims. It is thought, they say, 
that lie would agree to substantial reductions if he were given an 
assurance that the amount finally settled would be repaid by a 
fixed date without further effort on his part ; and it is suggested 
that the best wav of giving him this assurance would be to allow 
him to transfer his debt, or such part of it as could not be paid at 
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once, to the co-operative society as a deposit which would be re- 
payable pari passu with the instalments fixed for the debtor, sub- 
ject to a maximum period of, say, ten years. 

Our Recommendations. 

91. We consider it to be a matter of supreme importance from 
the point of view of the economic prosperity of the country, as well 
as for the 'purpose of stemming the growth of discontent among a 
large section of the population, that a serious effort should be 
made to find a remedy for the chronic indebtedness of the agricul- 
turist, so far as it relates to his unproductive debt. We recognize 
that the problem does not admit of an easy solution ; and that 
even the provision of cheap and abundant credit will not solve it 
at a stroke and will not be of tangible benefit if the borrower does 
not understand the economic value of the credit and does not 
exercise prudence and judgment in its use. In our opinion the 
most effective remedy will be found in the pursuit by the local 
Governments of a vigorous policy of debt conciliation on a voluntary 
basis, and we commend for their consideration a scheme on the 
following lines : — 

(1) Special officers should be appointed in each province 

whose function would be by propaganda to persuade 
the lender and the borrower to agree to a redemp- 
tion of standing debt on the basis of a cash payment 
or equated payments spread over a number of years. 
It should be one of the functions of these officers to 
advise the agriculturist debtors of the existing facili- 
ties for lightening the burden of indebtedness, such 
as those provided for in the Usurious Loans Act and 
the Civil Procedure Code for repayment of loans by 
instalments. If it is considered desirable that Con- 
ciliation Boards would facilitate the operations of 
these officers, local Governments should arrange for 
Iheir appointment. 

(2) The existing co-operative credit societies should be 

utilized as the agency for the payment to the lender 
of the amounts payable under the terms of the settle- 
ment, and it will be a part of the arrangement that 
the borrower should become a member of the co- 
operative society, so lhat the society may provide 
finance for his current needs in future. 

iff) Where the lender is willing to take in annual instal- 
ments such part of the debt as will have to be repaid 
to him under the terms of the settlement less any 
amount which the borrower can repay forthwith, 
the outstanding part of the settled debt will be 

B 
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treated as a deposit by the lender with the co-opera- 
tive society, the understanding being that the society 
will refund it to him through the annual instalments 
settled. 

(4) Where the lender* wants a cash payment in regard to 

the part of the debt which will have to be repaid to 
him under the terms of the settlement, Government 
should advance to the co- operative society the neces- 
sary funds which will be repaid by the society ia 
annual instalments. Government should for this pur- 
pose have a regular programme of advances to co- 
operative societies in selected areas for purposes of 
debt redemption. 

(5) In fixing the annual instalments to be paid by the 

borrower, due regard will have to be made for his 
paying capacity after making full allowance for his 
current expenses both for cultivation and mainte- 
nance. 

(6) It is possible that the borrower may default in paying 

regularly his annual instalments. In that case, the 
society will be subjected to a loss, and it is desirable- 
that Government should come to the assistance of 
the society in all cases where the loss is not due to 
any negligence or mismanagement on the part of the* 
latter. 

(7) If necessary, the whole arrangement should have the 

backing of a legislative enactment. 

As in effect, the repayment of the settled amount of the* 
debt will be made from long-term deposits either from 
the lender or the Government, there cannot be any 
objection in principle to an ordinary co-operative 
society undertaking the work. 

92. There will, however, be cases In which the lender will not 
agree to a voluntary settlement of the debt. In such cases it will 1 
be necessary to take action to secure a compulsory settlement by 
means of legislative enactment. 

93. The Royal Commission on Agriculture approached the ques- 
tion of redemption of ancestral debt from the standpoint of debtors 
who are prepared to give up all their assets in discharge of the in- 
herited debt. The force of tradition and the legal fiction of moral 
and pious obligations to discharge ancestral debt, even where the- 
assets are insufficient to cover the debt, have proved serious 
obstacles to the clearance of a large volume of inherited debt. The* 
debtors are at present unable to avail themselves of the complex 
machinery of the present insolvency law which was primarily 
designed for mercantile cases. The Royal Commission, therefore , 
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recommended that the case for a simple Rural Insolvency Act 
should be considered in every province. They stated the justifica- 
tion for their recommendation in these words : “Just as creditors 
have the right to insist that all the debtor’s assets should be im- 
pounded and applied towards the payment of the debts, so also 
the debtor who has given up all his assets should have the clear 
right to be allowed to earn his living if he can and to be free to 
make a new start in life.” The Civil Justice Committee in dealing 
with the suitability of the existing Provincial Insolvency Law for 
rural debtors have more or less given expression to" the view that 
the existing law does not suit agriculturist debtors. We are in 
agreement with the recommendations of the Royal Commission 
on Agriculture and the Civil Justice Committee that the case for a 
simple Rural Insolvency Act should be considered in every pro- 
vince. The adjudication of the claims under the Act should be 
made as speedy and inexpensive as possible and the debtor should 
be given facilities to obtain his discharge as quickly as possible. 
There should be a special provision in the Rural Insolvency Act 
for enforcing a scheme of composition before an order of adjudica- 
tion is made. Provision should also he made for exemption from 
sale of properties indispensably necessary for the family of the 
insolvent as provided in section tfO of the Civil Procedure Code. 

94. We are also of the opinion that, in view of the importance 
of the subject, the Governments concerned should explore the 
possibility and desirability of undertaking other legislation to 
secure the settlement of debts on a compulsory basis. 
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11URAL FINANCE ( Gontd .). 

Normal Credit Needs of Agriculture. 

95 . The normal credit needs of the cultivator may be classified, 
Jaking the time factor for analysis, into two broad classes, viz. 

(i.) Short-term credit and intermediate credit to meet cur- 
rent outgoings and to facilitate production. The 
current outgoings and expenses of production include 
the buying of cattle and agricultural implements (or 
hiring them) ; purchase of manure and seeds ; expen- 
ses of transplantation in the case of wet cultivation 
and weeding and hoeing of dry crops and of reaping, 
gathering and threshing; maintenance of the farmer, 
his family and live-stock and payment of revenue 
and rent; and outlay on various items of improve- 
ments effected in the ordinary course of husbandry 
such as levelling, deep ploughing, irrigation, clear- 
ance, drainage, fencing, and installation of pumping 
plant. 

(ii) Long-term credit for obtaining fixed capital to be in- 
vested permanently or for long periods. The fixed 
capital is required for the purchase of land, acquisi- 
tion of costly equipments, consolidation and improve- 
ment of holdings and repayment of past debt. 

96. The cultivator also requires credit, which may be either 
short-term, intermediate or long-term, 

(1) for marketing and movement of produce, and 

(2) for small rural and cottage industries. 

We think it will be convenient to treat these latter require- 
ments separately, not because they are less important, than those 
mentioned in paragraph 95 but because they lend themselves to 
separate treatment. 


Short-term credit. 

97. The Madras Committee * have analysed the four requisites 
of the short-term credit required by cultivators as follows : — 

(i) As the loans are required for the expenses of cultivation 
including rent and domestic expenditure, they should 
be available in comparatively small sums spread over 
a period of eight or nine months and should be repay- 
able only after the crops are' sold. 


• Madras, paras. 129 — 132. 
( 68 ) 
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(ii) The loans must be available at short notice so as to enable 

the cultivator to take advantage of the rains and do 
the ploughing and transplantation as soon as they are 
possible. 

(iii) The finance must be adequate. As pointed out by the 

Madras Committee, it is useless to lend money to plant 
a crop and to refuse a loan for further expenses con- 
nected with cultivation as the first loan is only jeopar- 
dised by such refusal. 

(iv) The loans must carry a reasonable rate of interest, as 

otherwise agriculture may not be profitable even when 
other circumstances are favourable. 

98. As already stated, short-term loans are purely seasonal in 
character and normally they should be repaid in full some time 
after the harvest. If there is a partial or total failure of the crops, 
an extension of the period is, however, required. 

Intermediate Credit. 

99. The cultivator also requires intermediate credit for the pur- 
chase of cattle and farming implements. These loans are required 
normally for a period of from one to three years. 

Long-term Credit. 

100. The first essential feature of long-term rural credit is 
that the sum advanced to the cultivator should be sufficient 
effectively to start him on his business. In India he requires 
long-term funds mainly to redeem his prior debts and to 
improve his lands and methods of cultivation „ so as to 
obtain increased returns from agriculture. In the second 
place, the long-term loan thus advanced should be repay- 
able from the margin of profit of the borrower’s holding without 
putting him to the necessity of starving his current financial needs 
(domestic and occupational), or of borrowing from another source, 
or of selling his holding to discharge the loan. In other w T ords, the 
purpose of the loan and the repaying capacity of the borrower 
determine the period of the loan. In certain other countries the 
loans are spread over a long term of years and are recovered in 
easy instalments which usually amount to a small percentage of 
the principal amount of the loan. For instance, the maximum 
period allowed for repaying such loans is 30 years in Finland, 33 
years in Chile, 36J years in New Zealand, 42 years in Australia, 
50 years in Italy and Japan, 54£ years in Austria, 57 years in 
Switzerland, 60 years in Denmark, 63 v years in Hungary, 68 J years 
in Ireland and 75 years in France ( x ). 


(1) " Rural Credit? ” by Herrick, page 211, 
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Estimate of requirements. 

101. For the purpose of our report it is not altogether necessary 
to frame any accurate estimates of the requirements of cultivators 
for credit of various classes. 

102. Some of the Provincial Committees have devoted attention 

to the calculation of the short-term and in- 
inteLedkte Credit. an termediate credit required by cultivators in 

India-. In making such calculations they 
were handicapped by the shortness of time at their disposal . They 
were in addition confronted with various difficulties, such as the 
illiteracy of the agriculturists who very rarely kept accounts, the 
difficulty of distinguishing between borrowed money and owned 
capital, the allowance to be made for household expenses, etc. 
The estimates which they have given, and which are stated to be 
very rough, relate mostly to short-term loans though they seem to 
include, in the case of some of the provinces at any rate, require- 
ments for the purchase of cattle and the replacement of imple- 
ments, which should be met from intermediate credit. The fact is 
that in India it has not been usual to make a hard and fast distinc- 
tion between short-term and intermediate credit. A rough idea in 
regard to requirements for short-term and intermediate credit for 
cultivators for the whole of India may be obtained by comparing 
the figures of rural indebtedness and the rough estimates of short- 
term credit given by some of the Provincial Committees. For 
example, the Madras, Bombay and Burma Committees have esti- 
mated the amount of short-term loans as follows : — 



Estimated amount 

Estimated total rural 


of short-term loans 

indebtedness of province 


(Rs. crores.) 

(Rs. crores.) 

Madras 

70 

150 

Bombay 

32*5 

81 

Burma 

20 

50-60 


From the above figures, we may perhaps take a figure of 300 
to 400 crores of rupees as a lower limit for the whole of British 
India of the cultivators’ requirements for short-term and interme- 
diate working capital. We, however, propose not to put forward 
even a rough estimate of this kind, as we are keenly aware of the 
obvious short-comings of such estimates. 


103. It is not easy to make even a rough estimate of the long- 
_ ... term credit requirements of the cultivators. 

(n) jong- erm crec According to the estimates given by the 

various Provincial Committees, rural indebtedness in India at the 
present day amounts to at least Rs. 900 crores. If at least Rs. 400 
crores of this sum represents short-term and intermediate credit, 
the requirement for long-term credit to pay off old debts 
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amounts to at least Rs. 500 crores. In addition, we have the 
items of improvement of land and methods of cultivation which 
require very large sums having regard to the fact that the culti- 
vated acreage of agricultural land in India is more than 200 million 
acres. Next come the long-term requirements for purchase of 
4and and building houses, setting up of irrigation plants and the 
like. No estimate is possible of the requirements of these various 
vdasses even in an approximate measure. We can only say that 
there is an almost unlimited scope for the grant of long-term loans 
to the cultivators in India. 

Credit Agencies. 

104. The sources from which rural finance is now obtained 
;!&re : — 

(1) Money-lenders (including sellers on credit), both profes- 

sional and non-professional. 

(2) Indigenous bankers. 

(3) Co-operative organizations. 

(4) Government. 

(5) Commercial banks including the Imperial Rank of India^ 

the exchange banks and other joint-stock banks. 

(6) Loan offices in Bengal. 

(7) Nidhis and Chit funds in Madras. 

We shall deal with each of these agencies separately in the 
succeeding chapters. 
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RURAL FINANCE — (continued ) . 

Monev-lenders . 

105. Money-lenders may broadly be classified into — 

(1) Professional money-lenders, either rural or urban, in- 

cluding itinerant money-lenders ; and 

(2) non-professional money-lenders of various kinds, such 

as, 

(a) landowners and agriculturists ; these have come into 

prominence in some provinces, especially Madras 
and the Punjab ; 

( b ) merchants and traders ; 

(c) other casual money-lenders who are persons pursuing 

various occupations but lending out their surplus 
money, such as pleaders, pensioners, priests and 
widows. In this class may be included persons 
who do petty money-lending of a friendly character, 
usually without interest, among members of the 
same caste or tribe. 


106. The Provincial Committees have attempted to obtain all 
available Matisiics in regard to money-lenders and indigenous 
bankers, but their reports show that reliable statistics are not avail- 
able. For instance, as regards the number of money-lenders, the 
following slaternent shows the position : — 

Province. * N umber. 


Madras 

Bengal 


Bombay . 

United Provinces 
The Punjab 


Central Provinces 

Burma 

Assam 3 
Bihar and Orissa 


Delhi , • . . . 

Ajmer-Merwara 

North* West Frontier Province . 


No information. 

45,000 (estimated at 90 per cent of the total 
of 50,000 roughly shown under ** Bank 
Managers, money-lenders, etc.’* in the 
Census of 1921). 

20.000 (estimated, including indigenous 
bankers). 

No information. 

55.000 (estimated number of those who depend 
solely or in part on moneylending, including 

19,000 agriculturist money-lenders). 

43.000 (roughly according to last Census, but 
not including the malguzars, big cultivators, 
and numerous Government servants and 
others who do money-lending). 

No information. 

100.000 (estimated number of persons con- 
ducting moneylending business in the rural 
areas. Besides, there are about 700 shroff# 
and urban money-lenders paying income- 

tax and a large number, not estimated* 
who do not pay income-tax). 

100 (indigenous bankers and money-lenders 
paying income-tax in J 928- 29). 

17 do. 

657 do. 


( 72 ) 



RURAL FINANCE — MONEY-LENDERS. T& 

Similarly no reliable figures are available regarding the capital 
invested by money* lenders. 

107. In will be seen from the preceding paragraph that some of 
the Provincial Committees have found it difficult to give separately 
the number of money-lenders as distinguished from indigenous 
bankers. We suggested to the Committees the advisability of deal- 
ing with the problem of the money-lender separately from that of 
the indigenous banker. For this purpose we defined that by 1 ‘indi- 
genous bankers” is meant all bankers other than the Imperial 
Bank of India, the exchange banks, the joint stock banks and: 
the Co-operative societies, and that the expression includes any 
individual or private firm receiving deposits and dealing in livndttr 
or lending money. We are aware that while there are money- 
lenders who receive deposits, there are certain classes of bank- 
ing communities who, though they do not, as a class, receive' 
deposits, have been regarded by the public for all practical purposes^ 
as bankers. Both the banker and the money-lender generally carry 
on other forms of business such as commission agency and trading. 
For the purposes of our enquiry, we propose to include under the* 
class of money-lenders those whose primary business is not banking 
but money-lending. We may quote in this connection a passage* 
from the report of the Punjab Provincial Banking Enquiry Com- 
mittee which brings out the distinction between the banker and* 
the money-lender, especially the urban money-lender : — 

“The indigenous banker, as defined in the last chapter, may 
also combine banking and business, but in his case- 
banking is primary- This is largely a difference of 
degree, and the other differences between the two 
(the indigenous banker and the urban money-lender) 
are of much the same nature. The indigenous banker 
finances trade and industry rather than consumption r 
the urban money-lender consumption rather than: 
trade. Both banker and money-lender advance 
partly with, and partly without, security but the 
banker more often with than without, and the money- 
lender probably more often without than with. The 
banker is generally particular about the objects for 
which money is required : the money-lender is less 
careful. A further difference, and one, no doubt, 
arising from the last two, is that most of the banker’s 
clients repay punctually, and most of the money- 
lender’s have to be pressed. The banker, therefore, 
can afford to lend at 6 to 9 per cent and rarely goes 
beyond 12 per cent, but the money-lender commonly 
charges 9 to 12 per cent and goes up to 18 per cent 
The difference is a reflection of the greater trouble and 
risk involved in the urban money-lender’s system.’* 
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Thbir METHODS OF BUSINESS. 

108 . Professional money-lenders . — (a) Village money-lenders .— 
The methods of business and system of accounts of these people 
are simple, but, as observed by one of the Provincial Committees, 
infinitely diverse, varying with the idiosyncracies of the money- 
lender, the circumstances of the debtor, the nature of the secu- 
rity and the locality. Generally speaking, loanB are given on 
mutual trust without a document or even a witness. Loans 
are made on promissory notes when the amounts are large or 
when it is a case of renewal of an old loan. Loans are also 
granted on mortgages of land, houses, and ornaments and on 
rare occasions of cattle. Conditional sale-deeds are often taken 
and the oral arrangement is that the land would be re-transferred 
on the repayment of the debt. Possessory mortgages are com- 
mon in some places and rare in others. For current 

agricultural needs, the money-lender usually accepts personal 
security on the understanding, expressed or implied, that the pro* 
duce is to be sold to or through him. In many cases the security 
is mortgage of crops, but where the amount is large or the loan is 
for a long period, the security is the mortgage of land. The money- 
lender is not interested in the purpose for which the loan is taken 
or the manner in which the amount is spent. Interest is added 
at interests rates. This form of compound interest produces prodi- 
gious results in a short time. Even where the courts still apply the 
rule of damdnpat in some cases, instalments of interest 

previously paid are not taken into account. The village money- 
lender does shop-keeping and trading, in addition to money- 
lending, and he is also engaged in agriculture. His advances t6 
the cultivator are both in cash and in kind. Smaller money- 
lenders have nothing more than a scrap note-book in which they 
jot down a few details, or a loose bundle of bonds and decrees on 
the back of which entries are made of the amounts paid by the 
borrowers ; but the more substantial money-lenders maintain both 
a day-book and a ledger. The relations between the village money- 
lender and the agriculturist borrower are said to be not so good 
as in the olden days when the constitution of the village society 
ensured fellow-feeling and inter-dependence. Further, the change 
ill the system of law and administration of justice is said to have en- 
couraged litigation. The debtor tries to take advantage of the exist- 
ing provisions of the law to evade repayment and the money-lender 
resorts to various devices, such as taking bonds for larger amounts 
than are actually lent and conditional sale-deeds. One of the Com- 
mittees report that it is not unheard of for a ryot to hypothecate 
the crop to one person and sell it quietly to another. These handi- 
caps are said to react on the borrower, as the money-lender re- 
gulates his dealings so as to indemnify himself against such risks 
and losses. 
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(b) Urban money-lenders. — The methods of business of the 
urban money-lender are almost the same as those of the village 
money-lender. The urban money-lender also advances on hundis. 
His operations are on a larger scale than those of the village money- 
lender. He also combines the business of money-lending with other 
functions such as trading. 

(c) Itinerant money-lenders . — These serve as credit agencies 
only for those persons who cannot obtain credit elsewhere. They 
comprise the Pathan money-lenders in the various provinces, the 
Kohillas in the Central Provinces and the qistwala and the 
cattle dealers in the United Provinces. The Pathan money- 
lender is found in small or large numbers in almost all 
parts of India. His business is confined more to parti- 
cular classes of jieople than to particular tracts. Large 
elasses of indigent people and poor wage-earners, such as factory 
workers, menial servants, peons and low-paid clerks, form his 
usual clientele. Sometimes, men in better positions, such as railway 
servants receiving good salaries, also invoke his assistance. The 
usual limits of advance are from Es. 5 to Es. 50. Promissory notes 
and signatures or thumb impressions in khata books are the most 
common forms of acknowledgment obtained from debtors. In cases 
of default, the money-lender uses force and seldom resorts to law 
courts. Actual cases of violence may not be many, but the methods 
employed are such as to keep the borrower in perpetual fear of 
being mitimized. The people who usually deal with these money- 
lenders are so ignorant and so terror-stricken that they scarcely 
dare file a complaint against them. The Bengal Committee report 
that advances by itinerant money-lenders used to be very informal, 
but that in recent years books of printed promissory notes in English' 
are used in which the signatures or thumb impressions of borrowers 
are taken. Loans are also given under the instalment or hist 
system, the first instalment being in some cases deducted at the 
time the loan is advanced. In some cases the borrower is made 
to sign a promissory note stipulating that the loan shall be repaid 
in any of the several districts mentioned therein, so that if the 
borrower defaults, the money-lender can sue and obtain an un- 
contested decree in a distant place and then execute it at the place 
where the debtor resides. Almost all itinerant money-lenders sell 
goods, specially cloth, on credit, usually recovering the value in the 
next cold weather. 

109. Non- professional money-lenders. — (a) Land-owners and 
agriculturists . — The Bombay Committee report that the agricul- 
turist money-lender is often more exacting than the professional 
money-lender. He usually lends seed secured against future crops, 
or cash against the security of land, and eagerly seizes the oppor- 
tunity to pounce upon it. The Punjab Committee report that there 
is no great difference between the methods of the agriculturist 
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money-lender and those of the professional money-lender, though 
his rates are probably lower. He is said to be avaricious and 
exacting, and being to some extent in a stronger position than the 
professional money-lender, he recovers a large proportion of his 
dues. His main and sometimes his sole object is to get 
possession of the land of his debtors. The United Pro* 
vinces Committee also report that the methods of the agri- 
culturist money-lenders may not differ materially from those 
of the professional money-lenders in such matters as security, the 
renewal of bonds, the rates and calculation of interest, but they 
necessarily regard their operations in a somewhat different light. 
Money-lending to them is not always a mere investment : it often 
has an ulterior motive. It is also common for landlords to finance 
their tenants. The United Provinces Committee point out that 
landlords are most dangerous creditors, as they acquire a double hold 
over the tenant borrower. If a tenant pays his rent, but not the 
interest on his debt, a landlord can sue him in a civil court. If the 
tenant pays the interest on his debt, but not his rent, the landlord 
can sue him in a revenue court. Worse, still, the landlord can, if he 
chooses, credit all payments to the debt and so keep the tenant 
in arrears with his rent, which puts the latter’s crops in his power 
by distraint, and gives him the right to eject him if he pleases. 
They add that occupancy tenants have occasionally been compelled 
to surrender their rights to their landlords in liquidation of debts. 
As against this general picture, it is stated that in parts of the 
North West Frontier Province the landlord advances money 
to his tenants for seed and plough without interest ; sometimes 
such advances are made to attract and retain tenants. The Central 
Areas Committee however report that generally speaking the rates 
of the agriculturist money-lender are never lower than those of the 
non-agriculturist creditor. 

( b ) Merchants and traders . — These sometimes lend money to 
the agriculturist on the understanding that his crops should be 
sold through them. Gin-owners also sometimes finance the agri- 
culturist on condition that he sells his crop to the lender’s factory 
or gets it ginned there. The Bombay Committee point out that 
the terms offered by this class are generally easier, as the process 
of marketing affords them an opportunity to secure a sufficient 
profit. 

(c) Miscellaneous money-lenders . — This heterogeneous class 
consisting of pleaders, pensioners, widows, etc., lend money only 
to those whom they know fairly well and on good security which 
consists generally of land or ornaments. 

Period of Loans. 

110. The Provincial Committees report that the money-lender id 
usually accommodating. His loan has ordinarily to be repaid at 
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harvest time or at any rate from the sale proceeds of the crop. If 
there is a partial or total failure of the crops, he readily grants an 
extension or takes a new bond for a higher amount. In Ajmer- 
Merwara, it is said, the local money-lenders advance loans for 
cultivation purposes and for special needs, such as maintenance 
during scarcity or famine for a period of from 6 months to 1 year. 
They give loans for capital expenditure for periods up to 3 years. 
The Bengal Committee report that in the case of mortgage by condi- 
tional sale or English mortgage, the period of loan is usually six 
years or more. In the North West Frontier Province the private 
money-lender gives loans usually for an indefinite period. The 
Central Provinces Committee report that the period of short-time 
loans extends to the time of the marketing of the crops and that 
the period of intermediate loans does not extend beyond three years 
in ordinary circumstances. The Assam Committee report that 
small loans are given for a few months but are allowed to run on 
for years. Most of the loans of itinerant money-lenders are for short 
periods. It is said that the degree of rigidity of recovery depends 
much upon the personal characteristics of the lender himself, and 
the Central Areas Committee point out that recovery is not insisted 
on so long as it is felt that the money is safe. 

Questionable practices connected with money-lenders. 

111. The Provincial Committees have dealt with various ques- 
tionable practices connected with money-lending- The most com- 
mon forms are : — 

(a) demand for advance interest, 

( b ) demand for a present for doing business, known as 

(jirah kholai (purse-opening), 

(c) taking of thumb impression on a blank paper with a view 

to inserting any arbitrary amount at a later date if 
the debtor becomes irregular in payment of interest, 

( d ) general manipulation of the account to the disadvantage 

of the debtor, 

( e ) insertion in written documents of sums considerably in 

excess of the actual money lent, and 

(/) taking of conditional sale deeds in order to provide against 
possible evasion of payment by the debtor. 

The Central Areas Committee refer to a charge called multana of 
5 annas on each loan of Rs. 10 made by itinerant money-lenders. 
The Central Provinces Cotnmittee refer to another form of exac- 
tion from the debtor in the shape of charges for writing the docu- 
ment. They also refer to the practice of the borrower being 
forced to pay a certain percentage to the money-lender’s munim 
or agent before he can obtain a loan, specially if the borrower’s 
credit is not very good. 
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The Royal Commission on Agriculture refer to certain forms of 
services exacted by the money-lenders in Bihar and Orissa and 
certain other parts of India leading to the economic servitude of the 
borrower. The Central Provinces Committee have referred to the 
system which prevails in the more backward tracts of the province, 
but which is becoming less common t under which the debtor or a 
member of his family renders service to the creditor with or without 
payment for a certain fixed period. There is also evidence of dis- 
honesty or fraud in the advance and collection of loans in kind, 
in cattle credit, and in the working of the instalment system. 
Some of the Provincial Committees find that the evils are slightly 
exaggerated. For instance, the Bihar and Orissa Committee re- 
mark that though they fully believe that there are many dishonest 
money-lenders, they are not convinced that dishonesty is the rule. 
They are inclined to the view that such misdeeds, when they come 
to light in court or in an examination of debts preparatory to the 
formation of a credit society, are apt to leave an exaggerated im- 
pression on the mind. The prevalence of these questionable prac- 
tices in varying degrees is, however, generally conceded by the 
various Provincial Committees. At the same time, we should like 
to observe that similar practices are known to be prevalent in all 
countries amongst certain sections of the money-lending class and 
that these practices are not peculiar to India. 

Rates of Interest. 

112. Assam . — Rates vary from 12 to 75 per cent. In the case 
of paddy loans in Assam, if the repayment is not made at the 
end of the year, the principal and interest are compounded and a 
bond is taken with further interest at 24 or 37J per cent. The* 
average rate of interest charged by the village money-lender or by 
produce merchants is 37 \ per cent, throughout the province. 
Where loans are large in amount and security is good, rates of 24 
and even 18 per cent, are common. The rate of 12 per cent 
would apply only to a solvent landowner or trader. 

Bombay . — The interest charged varies from 12 to 25 per cent 
or even more according to varying conditions. The rate is 
highest in Sind rising to 50 per cent. ; lower in Konkan, the 
Deccan, Khandesh and the Karnatak, being 12 to 24 per cent; 
and the lowest in Gujerat, 9 to 15 per cent. Loans secured by 
land or other property carry interest at about 12 per cent, and 
loans advanced against the security of ornaments, 9 to 12 per cent. 
The rate of interest charged by the urban money-lender is not so 
high as that of the rural money-lender ; while that charged by the 
agriculturist money-lender is generally about the same as that of 
the village money-lender, though a substantial land-owner may 
lend money to his tenant or servant on easier terms. Choksis and' 
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sarafs who specialise in lending against ornaments charge interest 
at rates varying from 9 to 12 per cent. The rate of interest charged 
by merchants varies from 9 to 12 per cent. The Pathan money- 
lender’s rates vary from 75 to 360 per cent. 

Bengal. — The rate of interest, varies with the security and the 
amount of the loan, as well as with the total amount of capital 
available in the vicinity. It is lower in western and central Bengal 
than in eastern and northern Bengal. The minimum rate varies, 
in different districts from 10 to 37J per cent and the maximum 
from 37J to 300 per cent. Loans on mortgages of Calcutta house 
property or zcmindaris are usually given at 8 to 12 per cent. Loans- 
on promissory notes taken from the better class of money-lenders 
by respectable clients cany interest from 9 to 18 per cent. Large 
loans on mortgage of zemindaris are given at as low a rate as even 
5$ per cent. Loans to agriculturists given on the security of their 
holding generally bear interest from 18*} to 37 £ per cent. Loans 
given without any security often bear much higher rates, going 
up to 300 per cent. When interest is levied in kind, the rates are 
touch higher than in the case of cash repayments. 

Bihar and Orissa. — The prevailing rate for grain loans is 25 per 
cent, in the Oriva-speaking districts and 50 per cent, in the rest of 
the province. For seed, double the prevailing rate is charged. These 
rates have to be paid over a period which does not usually exceed ft 
months, and a failure means, as a rule, compound interest. It must,, 
however, be remembered that the borrower gets the benefit, if any, 
of the drop in price between July when he borrows, and January 
when he repays. The rate for cash loans in Orissa averages 25 
per cent, or a little higher, that in the Chota Nagpur plateau is 
mostly 37 £ per cent and this rate extends into the southern parts 
of Monghyr and Bhagalpur. Elsewhere in Bihar the far more 
moderate rate of 18} per cent prevails. 

Banna.— Loans by village money-lenders may be one quarter 
to one half higher than Chettiyar rates, which are 1£ to 2 per cent 
per mensem, varying generally according as mortgage security is 
given or a promissory note. There are wide variations from the 
standards, the rate going up to 4 or 5 per cent, per mensem for 
small unsecured loans. 

Central Provinces and Berar.— The ordinary rate of interest 
varies between 12 and 24 per cent. On good security, such as- 
mortgage of transferable land, it varies usually between 9 and 15- 
per cent, in the Central Provinces, while it is slightly higher in 
Berar, between 12 and 18 per cent. The rate of interest chargecfc 
for small loans given to occupancy tenants is ordinarily 24 per cent, 
while in the case of the ryots of Government ryotwari villages, 
who have no right of transfer in their land and who are also liable- 
to ejectment on breach of certain conditions, the rate charged is, 
as often as not, 37 J per cent. There is nearly always a stipulation- 
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♦hat in case of default in repayment on tne nxed date, a higher or 
penal rate of interest will be charged. The rate for grain loans 
varies considerably’ in different parts of the province and according 
to the kind of grain borrowed. It may be 25 per cent., ,50 per 
cent, or even 100 per cent. The most common rate for wheat ad- 
vances is 25 per cent., although in years of crop failure and in the 
case of cultivators with very poor credit the rate may sometimes be 
higher. The rate of interest on paddy loans is also usually 25 per 
cent, though 50 per cent is less uncommon for rice than for wheat. 

Central Areas . — In Ajmer-Merwara the ordinary rate of interest 
on mortgage of agricultural land varies from 6 to 13^ per cent 
per annum, and on unsecured loans from 12 to 18 per cent. The 
rates in Delhi range from 12 to 24 per cent, and in the North 
West Frontier Province from 6 to 18 per cent, in the case of mort- 
gage loans and from 12 to 36 J per cent, in other cases. Evidence 
is, however, very strong that the rates actually realised are sub- 
stantially lower. As regards grain loans, the rates differ in different 
parts according to local custom. In Aiiner-Merwara the sawai 
system or repayment with addition of 25 per cent, of the borrowed 
amount prevails, but it is declining- The rates of the agriculturist 
money-lender are n^ver lower than those of the non- agriculturist 
creditor. The rates of the trans-border money-lenders vary from 
75 to 100 per cent. 

Madras . — The common rate of interest varies from 12 to 24 per 
'Cent, occasionally rising to 36 or even 48 per cent. There is a 
•downward trend in the rate of interest on mortgages, 12 per cent 
being commonly charged on good first mortgages. The rate on 
pro-notes and on pledge of goods including gold and jewels is higher. 
The reason for this higher rate is stated to be the borrower’s 
urgent need. Landlords and other ryots carry on lending business 
on similar terms. They commonly give loans in kind and also loans 
in cash with a stipulation of repayment in kind and such loans in- 
volve repayment with 25 to 50 per cent, interest for the season. 

The Punjab . — In both town and village, the rates for first class 
security range from 6 to 9 per cent, and for good second class 
security from 9 to 12 per cent ; in both, when material security 
is not forthcoming, the rate may rise to any figure. Against 
ornaments and stock in trade, which after Government securities 
provide the best security, 9 per cent is charged ; against house 
property, the rates are 9 to 12 per cent, and on pro-notes 10J per 
•cent, to 12 per cent. The maximum rate is 13 J per cent but is 
rarely charged, since few unsecured loans are made. The lowest 
rate charged by the Pathan is 75 per cent per annum and his 
actual rate may be twice as much. 

United Provinces . — The merchants and traders usually charge 
7£ to 9 per cent, interest and urban money-lenders between 7J and 
12 per cent on hundis and pro-notes, 9 per cent being the most 
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common rate. Interest on mortgages of house property varies 
between 7£ and 12J per cent; on mortgages of zemindari the 
interest ranges between 9 and 12 per cent. .Village money-lenders 
charge between 18 and 37^ per cent, but the general rate is 24 per 
cent. For mortgages of smaller amounts 9 to 18 per cent, is 
charged, 12 per cent, being the usual rate. The rate of interest 
generally charged by the qistwala works out at 44 per cent, 
.whilst the rate charged by the Kabuli varies from 75 to 300 per 
cent. The normal rates of interest charged on grain loans are 25 
to 50 per cent. The cattle dealers sell their animals on credit and 
the price is payable in four half-yearly instalments usually at the 
rate of Us. 150 for Rs. 100. They also make petty loans at ex- 
tortionate rates of interest. 

113. The money-lenders generally work with their own capital. 
The village money-lenders supplement their capital by borrowing 
from the urban money-lenders and rarely take deposits from the 
public. Some of the urban money-lenders, on the other hand, do 
take deposits and sometimes borrow from indigenous bankers. 
Merchants and traders have dealings with joint-stock banks as well. 
It is said that some of the itinerant money-lenders in Bihar and 
Orissa add to their resources by borrowing from co-operative socie- 
ties of which they are members in their own districts. Owing to 
the absence of a rational system of rural finance differentiating 
between short and intermediate credit needs on the one hand and 
long-term needs on the other, the capital of the village money- 
lender who is the mainstay of the agriculturist is becoming frozen 
from year to year. 

114. It will be seen from the figures in paragraph 112 that the 
rates of interest generally prevalent throughout India are high. 
.Various circumstances contribute to this state of affairs : — 

(i) The assets of the farmer consist of his land, his cattle, 
his crop, his house property and his movable posses- 
sions including ornaments. Land is the only security 
for procuring long-term credit to the borrower and 
of the other assets available as cover for short-term 
borrowings, the most valuable is the ornaments of 
the female members of the family. But ornaments 
in the case of a large proportion of the agricultural 
class are not worth speaking of and there is in addi- 
tion a sentimental objection, which seems to *be 
gradually decreasing, to pledge them as security for 
loans. The other assets are generally flimsy in the 
extreme. The money-lenders who lend money in 
these circumstances are taking a risk which other 
organized credit agencies do not take and they have, 

F 
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therefore, to protect themsevles against loss by charg- 
ing high rates of interest. The fact that the high rates 
of interest are of the nature of an insurance against 
risk is forcibly brought out in some of the Provincial 
Committees’ reports where the money-lenders’ stipu- 
lated rates of interest have been compared with what 
they actually receive by way of net profit. We quote 
below some figurestif returns on capital invested which 
are given by the Central Areas Committee, picked up 
at random from the files of decided cases in law courts : 


Serial 

No. 

Realized rate of interest on 

Stipulated rate of interest. 

assumption that decreed 

amount was realized. 


Delhi. 



Per cent. 

Par cent. 

1 

18 

9*7 

2 

24 

7*8 

3 

6 

3* 

4 

24 

9*3 

5 

24 

16-1 

6 

75 

2 

7 

37* 

8*4 

8 

37* 

6*9 

0 

37* 

26* 

10 

75 

67 ( exception 1 

case.) 

11 

37j 

158 

12 

37* 

Ajmer-Merwara. 

17*4 

1 

37* 

Nil. 

2 

37 

18*7 

3 

15 

12*1 

4 

15 

11*2 

6 

15 

7 

6 

21 

1 3*8 

7 

25 

Nil. 

8 

18} 

9*3 

9 

15 

7*9 

10 

12 

4 

11 

15 

Nil. 

12 

18 

5*3 

13 

75 

9*3 

14 

100 

13*7 

15 

150 

12*1 

16 

24 

12*3 


North-West Frontier Piovince. 

1 

41 (roughly) 

7 

2 

50 

Nil . 

3 

28 

7*8 

4 

37* 

10*9 

5 

18 

11*9 

6 

30 

19*7 

7 

24 

19*5 

8 

15 

5*3 

0 

70 (roughly) 

7*9 

10 

50 

1.8 

11 

18 

jj 

12 

33 

i* 

J3 

37* 

8-8 

14 

10 (roughly) 




RURAL FINANCE — MONBY-LBNDBRS. 


83 


(ii) In many parts of India the money-lender is the only 

financing agency available to the agriculturist. 
There are places where even this- financing agency is 
non-existent and where the villager has to go to a 
neighbouring village in search of the money-lender. 
At places where the money-lender works side by side 
with other organized credit agencies, the latter do 
not touch all classes *of population and do not even 
fully meet the requirements of the people they finance. 
On all these accounts, the money-lender holds a semi- 
monopolistic position and his rates of interest are 
naturally high. 

(iii) The money-lender himself is suffering from shortness 

of capital. He rarely receives deposits and has gene- 
rally no connection with the money market with the 
result that competition among borrowers drives up 
the rates. 

(iv) The lack of education and the conservative habits of 

the people are also responsible for the high rates 
of interest charged by the money-lender. The people 
have neither the ability nor the desire to enquire 
into the possibilities of getting cheaper money from 
urban centres and the Bengal Committee go so 
far as to say that although an individual money- 
lender may be disliked in the locality for his excess- 
ive rates or the severity of his treatment, the 
public on the whole do not condemn the high rates 
of interest ordinarily charged by money-lenders. 

(v) The money-lender’s expenses of collection and manage- 

ment of loans given to innumerable small borrowers 
are much higher than similar expenses of, say, a 
joint-stock bank, and this fact accounts for the maxi- 
mum limit of interest being fixed as high as 43 per 
cent in the English Moneylenders Act, 1927, and 
42 per cent in the Uniform Small Eoan Law in the 
United States of America.* 

115. We agree with the Provincial Committees that the money- 
lender is an indispensable feature of Indian rural economy. He 
is easily accessible. His methods of business are simple and 
elastic. He maintains a close personal contact with the borrower, 
often having hereditary relations with the family of the borrower. 
His local knowledge and experience and his presence on the spot 
enable him to accommodate persons without tangible assets and 
yet protect himself against losses. More than one Provincial Cgiu- 
mittee have, however, referred to the gradual decline in the business 

* Rusfcicua Loquifcor by M. L. Darling, pages 329 and 330. 
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of the professional money-lender in recent times as evidenced 
among other things from the number of indigenous bankers and 
money-lenders declared insolvent. This is attributed to various 
causes, the most important of which are the following : 

(i) the general economic depression which has affected him 

both in his capacity as an agriculturist and trader 
and as a lender to .-the agriculturists, 

(ii) the legal protection given to the agricultural borrower 

by legislation such as the Land Alienation Acts, the 
Usurious Loans Act, the Civil Procedure Code, etc., 
to which we shall refer in a later chapter, 

(iii) the growth of the co-operative societies, 

(iv) the courts* delays, both in the matter of awarding 

decrees and in their execution, and 

(v) the prevalent suspicion in some quarters against the 

whole money-lending class on account of the ques- 
tionable practices of some of them. 

Some existing Legislation. 

116. With a view to protecting the honest borrowers and 
lenders, various measures have been recommended by the Provin- 
cial Committees. Before proceeding to examine these recommen- 
dations we should like to refer to some existing legislation dealing 
with money-lenders and usury. 

(1) The Punjab Regulation of Accounts Act, 1930 . — This Act 
was passed in 1930 and will come into force on the date to be 
notified by the Provincial Government not earlier than 6 months 
or later than one year after the date of final publication of certain 
rules under the Act. These rules have only recently been pub- 
lished. The Act imposes certain obligations on creditors, by which 
is meant persons who in the regular course of business advance 
loans, whether of money or in kind, at interest, excluding, how- 
ever, loans made to traders, i.e., wholesale or retail merchant, 
commission agent, broker, manufacturer or factory-owner. The 
duties imposed are the regular record and maintenance of the ac- 
count of each debtor separately in a manner prescribed by the local 
Government ; and furnishing each debtor every six months with a 
legible statement of account signed by himself or his agent, show- 
ing the amount of loan outstanding and all transactions relating 
to the loan entered into during the six months to which the state- 
ment relates. The accounts have to show interest separately from 
principal and the creditor cannot, in the absence of agreement, 
include the interest in whole or in part in the principal sum. In 
any suit or proceedings relating to a loan, the Court is empowered 



RURAL FINANCE — MONEY-LENDERS. 


86 


to disallow the whole or a portion of the interest found due if the 
creditor has not regularly recorded and maintained his accounts. 
The Court is further empowered, in cases where the creditor has 
not furnished the six-monthly statement to the debtor, to exclude, 
in computing the amount of interest due, every period for which’ 
the creditor has omitted to furnish the account or has delayed it 
and has not been able to show sufficient cause to the satisfaction 
of the Court for the delay. The Act is said to be an experiment 
in controlling and reforming the money-lender by law and is not 
yet in operation. We commend this piecTe of legislation to the 
other Provincial Governments for consideration. We desire to 
bring to their notice certain difficulties which have to be sur- 
mounted in this connection and which have been referred to in 
paragraph 176 of the Report of the Punjab Committee. We wish 
further to add that such legislation may usefully provide for the 
money-lender invariably granting receipts for all repayments made 
by the borrower, maintaining counterfoils thereof. An alterna- 
tive arrangement would be to prescribe that the money-lender 
should give to each of his borrowers a pass-book which should 
record all receipts and payments as well as the interest charged 
periodically* 

(2) The Usurious Loans Act of 1918 . — Before 1918, the legal 
position regarding usury was that Court3 were obliged to decree 
interest at the rate fixed between the parties and the only remedy 
against unfair bargains was for the debtor to plead undue in- 
fluence. This provision was not, however, of much help to the 
agriculturist. The Usurious Loans Act of 1918 attempted to im- 
prove the legal position of the borrower in various ways. It em- 
powered the Court to reopen and examine all loan transactions, even 
when they came before it in insolvency proceedings, if in its 
opinion the interest was excessive or the transaction between the 
lender and the borrower substantially unfair. The Act covered 
cases of both money and grain loans and though it did not define 
the terms 'excessive’ interest and 'unfair’ transactions, it laid 
down certain criteria for the guidance of courts who have been 
told to take into account in deciding such cases the following consi- 
derations : — 

(i) the risk taken by the creditor, including the presence or 

absence of security and the financial condition of the 
borrower, 

(ii) the various other charges besides interest made by the 

creditor such as charges, in money or in kind, for 
expenses, inquiries, fines, bonuses, premia and 
renewals, 

<iii) the compound interest, if any, charged, and 

(iv) all the circumstances attending the loan including the 
need of the debtor. 
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The Royal Commission on Agriculture reported that the evi- 
dence tendered before them conclusively showed that the Act was 
practically a dead letter, but as they had heard no evidence from 
Civil Judges, they recommended that an enquiry be made in every 
province into the causes of the failure to utilize the Act. We re- 
quested the Provincial Committees to make this enquiry and the 
results of such enquiry will be* found in the Provincial reports. 
These show that the Act is not a dead letter as suggested by the 
Royal Commission, though most of the Committees admit that 
there are various defects in the Act which require to be remedied. 

We are of opinion that the Act is capable of being worked to 
the advantage of the debtors in many provinces and should be 
retained. In Bombay, the Act may not have been resorted to 
frequently because the Deccan Agriculturists’ Relief Act gives 
greater relief to the agriculturist. With regard to other borrowers, 
the Act would, however, be useful. We are unable to agree with 
the suggestion to amend the Act so as to fix a definite statutory 
limit to the rate of interest. This will be neither practicable 
nor effective. If such a limit is considered necessary, we think 
that the provision should be made in a different way, viz., that 
interest up to 12 per cent per annum shall not be considered exces- 
sive within the meaning of section 3 of the Act. The difficulties 
mentioned by the Bengal Committee in their report, namely, want 
of sufficient evidence to show the usual prevalent rate in the locali- 
ty; the difficulty of establishing that a transaction is substantially 
unfair ; the difficulty of securing sufficient evidence to prove that 
consent was obtained by undue influence or unfair means, are 
really matters relating to questions of fact and the courts should 
decide them ns best as they could on the material placed before 
them. We also agree with the Royal Commission that if 
the Act were fully utilized, it would go far to relieve the 
country of some of the worst evils of uncontrolled usury and fur- 
ther, that a special report on the working of the Act should be 
included in the annual reports on the administration of civil justice. 

(3) The rule of danulupat . — This is a rule in the Hindu Law 
of Contract according to which interest exceeding the amount of 
the principal cannot be recovered at any one time. This rule is 
said to be in force in certain parts of Bombay and in the town of 
Calcutta, but it is not recognised in the Bengal Presidency outside 
Calcutta or in the Madras Presidency. It is understood that there 
is a difference of opinion as to whether the rule is in force in regard 
to interest on mortgages governed by the Transfer of Property Act. 
The rule is also recognised by the courts in Berar. According to 
the Central Provinces Provincial Banking Enquiry Committee, 
this rule has not been of much service to the people as the courts 
do not go below the last agreement or contract. The Bengal Pro- 
vincial Banking Enquiry Committee have recommended that a 
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general legislation limiting the total accrual of the interest to the 
amount of principal originally lent should be enacted. In Santa! 
Parganas it is reported that in no case the accrued interest can 
exceed the principal and the restriction is said to be effective 
because the administration is still of a personal character. We 
do not think that legislation on the lines recommended by the 
Bengal Provincial Banking Enquiry Committee is practicable. 


Suggestions Regarding Licensing and Control of 
Money-lenders. 

117. We will now proceed to deal with the general recommenda- 
tions of the Provincial (Committees in regard to money-lenders. 
The Central Provinces and Bengal Committees are in favour of 
compulsory registration of money-lenders. The Madras, Bihat 
and Orissa, Burma, and Central Areas Committees, on the 
other hand have recommended only optional registration, while the 
Punjab, Bombay, and Assam Committees do not at all support 
the proposal. The United Provinces Committee have received 
various proposals for restricting the money-lenders* operations, but 
have approved of none of them and have nothing concrete to 
suggest. 

118. The arguments for compulsory registration are as 
follows : — 

(1) It is in the interests of the large mass of agricultural 

population that such defects as exist in the present 
system of money-lending should be removed and that 
the temptations of unscrupulous persons to practise 
dishonesty should be minimised. These interests 
should over-ride considerations of personal inconve- 
nience or prestige. The proposal is less drastic than 
other legislative remedies such as the Deccan Agricul- 
turists* Relief Act and the Punjab and Bundelkliand 
Land Alienation Acts. 

(2) The Central Provinces Committee believe that very few 

among the responsible persons in the class of money- 
lenders are likely to offer any objections to the intro- 
duction of a system of compulsory licensing, but other 
Committees do not share this view ( vide paragraph 
119 below). 

(3) The members of one of the liberal professions, viz., tlie 

lawyers, are all registered and have to take out 
licences in the public interests before they can practise 
in their profession. The members of the medical 
profession are also registered. There can, therefore, 
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be no legitimate complaint on the part of professional 
money-lenders against registration. 

119. The following are the arguments against compulsory re- 
gistration of money-lenders : — 

(1) Few money-lenders would be willing to submit to any 

restrictions unless they were given special facilities for 
recovering their debts from defaulters. This could 
not be done without prejudicing other interests of 
equal, if not greater, importance, nor could it be 
done at all unless the number of money-lenders’ 
licenses were restricted to comparatively a few in 
each district, a course to jvhich there are obvious 
objections. 

(2) In India we have to deal with an illiterate class of 

borrowers who cannot afford to lose the goodwill of 
the creditors on whom they are dependent. It is 
little use passing legislation which on account of the 
strong position of the money-lender can be easily, 
evaded. As shown by the experience of the Deccan 
Agriculturists’ Eelief Act, the more restraints are 
placed on the money-lenders, the worse becomes the 
position of the borrower. 

(3) It would also be difficult to make provision for the in- 

clusion of a class of people who, though not money- 
lenders themselves, lend their surplus money to 
others. 

120. Various conditions of licence have been suggested in con- 
nection with compulsory or optional registration. They are : — 

(1) Fixing the maximum rate of interest. One suggestion 

is that the money-lenders’ rate should not be more 
than 3 per cent above the bank rate. Another sugges- 
tion is to fix the maximum rate according to the 
special circumstances of each province and, if neces- 
sary, for different parts of the same province and for 
the different classes of borrowers, such as agricul- 
turists and non-agriculturists. 

(2) The money-lender should keep his accounts in a standard 

form and allow them to be inspected by a Govern- 
ment auditor once or twice a year. 

(3) Eeceipts should always be granted on counterfoils for all 

payments made. 

(4) The account of each individual borrower should be 

separately maintained and a copy of it furnished 
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whenever demanded by the money-lender’s clients, 
on payment of writing charges, subject to not more 
than one copy of the account for six months. 

(5) The money-lender should be encouraged to advance loans 

as far as possible against receipts issued by ware- 
houses and agricultural hundis of not more than six 
months’ usance. The object of this is to use the 
money-lender, by affording special banking facilities 
for him, to create that large amount of self-liquidat- 
ing agricultural paper which the country needs for 
the efficient working of its banking and currency 
system. 

(6) Compound interest should not be prohibited, but the 

period of rests should be not less than one year. 

(7) The practising of money-lending without a licence should 

be an offence punishable by law. 

121. The following privileges have been recommended for the 
licensed money-lenders : — 

(1) The procedure already in force for the recovery of public 

demands should be made available to registered 
money-lenders for the recovery of loans made against 
agricultural hundis and warehouse receipts. It is 
suggested that the quick procedure is absolutely 
necessary not only in the interests of debtors and 
creditors alike, but also for the smooth working of 
the entire banking and currency machinery, as the 
failure of the registered money-lenders to realise their 
just dues might make it impossible for the banks to 
discount their agricultural paper. 

(2) Banks should be persuaded to advance money to re- 

gistered money-lenders on the security of their agri- 
cultural paper. Should banks be slow to respond, 
Government should use its good offices to induce the 
joint-stock banks, and failing them the Imperial Bank 
of India to discount this paper. Failing all these 
alternatives, the utilization of the postal savings bank' 
deposits for financing registered money-lenders is 
suggested. It is, however, hoped that such epecial 
measures will not be necessary. 

<3) Registered money-lenders should be given the same' re- 
mittance facilities as are allowed to banks by the Im- 
perial Bank of India and to co-operative societies by 
the post office. 
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(4) The registered money-lender should be allowed to open 
current accounts with the post office withdrawable 
by cheque within the area of the sub-division in which 
he operates. Payments to this account by his cus- 
tomers may also be accepted at any post office within 
that sub-division. 

Our Proposals. 

12‘2. The main objectives of the proposal to introduce a system 
of licensing money-lenders are two : to reduce the high rates of 
interest charged by them and to control, and to remove the 
dishonest practices among certain members of their class. As re- 
gards the question of interest, we have already referred to the mono- 
polistic position of the money-lender in large areas and to the various 
other factors such as risk and the expenses of collection that contri- 
bute to the present high interest rates. In our opinion, a real and 
lasting solution can only be found by the spread of education, the 
extension of co-operative and joint-stock banking and by the train- 
ing of the borrower in habits of thrift and saving. Meanwhile 
we feel that if the Usurious Loans Act can be more fully utilized 
and if the measures we recommend are carried out, we shall have 
done all that is desirable and practicable in the present circum- 
stances in regard to this matter. As regards the second objective, 
namely, to stop the fraudulent practices of the money-lending class, 
we have already made a recommendation that the enactment of 
the provisions of the Punjab Regulation of Accounts Act 
might be considered by other Provincial Governments. We hope 
that if similar legislation were introduced and worked success- 
fully in other provinces, many of the complaints against the 
money-lenders such as manipulation of accounts, insertion in 
written documents of sums in excess of the actual money 
lent, and taking of thumb impression on blank paper and 
insertion of arbitrary amounts later, would soon disappear. We 
further consider that the periodical receipt of statements of debt 
and interest due would in a sense begin the financial education 
of the agriculturist who is an imprudent borrower. He will Jearn, 
sooner or later, to scrutinize the account, to realize the advantages 
of prompt repayment and the necessity of reducing his expenditure 
to be able to meet the demands of his creditors and last but not 
least, to save against a rainy day and avoid getting deeper into 
debt in a hopeless spirit of fatalism when bad times overtake him. 
We are therefore not in favour of the proposal to introduce a system 
of licensing money-lenders, either compulsory or voluntary. 

The other fraudulent practices which have been already men- 
tioned are the petty exactions for writing and other charges and of 
certain forms of services and the demand for presents for doing 
business. The courts are empowered to take these into account 
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under the Usurious Loans Act in the disposal of cases coming 
before them. In the English Moneylenders Act there are certain 
salutary provisions in regard to these and some other important 
matters. We summarize these provisions below : — 

(i) No amount shall be charged by the money-lender for ex- 

penses, incidental to or relating to the negotiations 
for or the granting of a loan by a money-lender. 

(ii) The enhancement of interest for default in repayment 

shall be illegal. 

(iii) No contract for the repayment of money lent by a 

money-lender shall be enforceable if there is no note 
or memorandum in writing of the contract made and 
signed by the borrower or if it is proved that the note 
or memorandum mentioned above was not signed 
before the money was lent. 

We recommend that similar provisions should be introduced in 
India by legislation in regard to money-lenders as defined in the 
Punjab Regulation of Accounts Act, 1980. This definition will 
exclude from the operation of the Act financial transactions between 
merchants and loans to traders. If it is found necessary in connec- 
tion with the first of these provisions to permit the money-lender 
to recover certain classes of expenditure from the borrower, these 
should clearly be specified in the legislative enactment. 

The English Act also goes so far as to prohibit compound in- 
terest. We are not prepared to recommend such prohibition as it 
will only lead to frequent and unnecessary renewals of loans on 
fresh bonds with interest added to principal and may force the 
money-lender to have recourse to the courts oftcner than at pre- 
sent, thereby increasing his expenses and the interest charged to 
the borrower. 

123. Other important suggestions made for improving the pre- 
sent position are : — 

(1) Money-lenders may be induced to join co-operative 

societies on the condition that they cease lending 
privately to the members of such societies. We 
approve of this proposal which is in effect an attempt 
to bring the wealth and experience of the money- 
lender inside the co-operative movement. He may 
fill any position to which he may be elected by the 
vote of the members. His presence may be invalu- 
able in the managing committees of co-operative 
societies. 

(2) Experiments may be tried to form co-operative societies 

of money-lenders which should lend to the primary, 
societies and not to individuals. We are not sure 
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how far such a scheme will be popular among the 
money-lending class. Although we are told that the 
money-lender's realized rate of interest is considerably 
less than his stipulated rate, we do not think that 
the net return on his capital is so low as to tempt 
him to confine his loan operations to primary societies 
and be content with a rate of interest which cannot 
in the nature of things exceed the rate charged to 
societies by central banks. 

(3) In course of time, joint-stock banks may entrust re- 

gistered money-lenders as they grow in strength and 
inspire more confidence, with such agency functions 
as accepting deposits, making remittances and pay- 
ments. This would remedy one of the obstacles to 
branch banking in India, namely, the complete 
ignorance of the urban banker as to the conditions 
prevailing in the mufassil and the high cost of running 
a full-fledged branch in the interior with a respon- 
sible manager. We shall deal with this and the pro- 
posal in the succeeding clause in the chapter on indi- 
genous bankers. 

(4) If business develops, the registered money-lender may 

be transformed into a full-fledged branch of the 
financing bank ; or if it is desired to limit the liabili- 
ties of the bank in a certain place, the bank may 
enter into a partnership with the registered money- 
lender on what is known in Germany as the 
‘‘Kommandit" principle, under which, instead of 
opening a branch in a place, a bank becomes the 
financing partner of a local private money-lender, 
whose advantages of unlimited liability and local 
knowledge are thus retained without involving the 
bank in the expense and heavy liabilities of a new, 
branch. 

<5) The Bombay Committee recommend that district autho- 
rities should watch the conduct of the Pathans 
engaged in money-lending and take, wherever neces- 
sary, the initiative in prosecuting the Pathans if they 
are found to harass the people. Where complaints 
about Pathans are common and no proceedings can 
be taken against them under the ordinary law, they 
recommend that Government should take action 
under Section 3 of the Foreigners Act or under some 
special legislation and deport such money-lending 
Pathans as are found to be a menace to society. So 
far as Pathans and other itinerant money-lenders 
follow in common with other money-lenders some of 
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she dishonest and fraudulent practices mentioned in 
;>ur Report, we consider that the measures that :we 
have recommended are sufficient to deal with them* 
But whero these people take extra-legal steps for the 
recovery of their money as brought out prominently 
in the report of the Bombay Committee, we consider 
that special action is necessary for protecting the 
borrower from the methods employed by them. We 
readily support the proposals of the Bombay Com- 
mittee in this matter and we hope that Provincial 
Governments will take early steps to deal with any 
such insidious menace to society. We strongly dis- 
approve of the practice brought to light by the Bengal 
Committee, under which the borrower is made to sign 
a promissory note stipulating that the loan shall be 
repaid in any of the several districts mentioned there- 
in, so that in case of default of the borrower the 
money-lender could sue and obtain an uncontested 
decree in a distant district and thereafter execute it 
in the district of residence. We, therefore, suggest 
that courts should be empowered to dismiss cases of 
this kind brought before them by money-lenders for 
recovery of sums due from borrowers in distant 
districts. 

(6) Although there may be no justification for the grant of 
special facilities to money-lenders for the recovery of 
their dues which are not available to other classes of 
lenders, various Provincial Committees have pointed 
out that the existing hardships experienced by an 
honest money-lender in recovering his dues are so 
great that in the interests of both the honest money- 
lender and the honest borrower it is necessary to take 
steps to improve the position. The recommenda- 
tions made by the Provincial Committees in this con- 
nection will be found in Appendix III where we have 
indicated our own views in the matter. On the whole 
we are satisfied that most of these recommenda- 
tions will tend to reduce the expenses of the better 
class of money-lenders and result generally in a re- 
duction of the burden of interest charges now borne 
by the honest borrower. 
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RURAL FINANCE— {can tinned). 

Indigenous Bankers.* 


124. We referred in the previous chapter to the absence of re- 
liable statistics regarding montey-lenders. We are confronted with' 
a similar difficulty in the case of indigenous bankers. The follow- 
ing statement gives the information collected by the Provincial 
Committees : — 


Province. 


Number . 


Hadras 

Bombay 

Bengal 

United Provinces 

The Punjab 4 

Burma 

Bihar and Orissa 


Central Provinces 

Assam 

Central Areas 


No figure is given ; the communities that 
do banking business are the Nattukkottai 
Chettis, the Multanis, the Marwaris, the 
Kalladaikuriehi Brahmins and the Ko- 
maties (Vaisvas). 

20.000 (estimated, including money- 
lenders). 

Number not ascertained, but it is stated 
that there are only a few indigenous 
bankers. Numbor is decreasing. 

250 (estimated number of indigenous 
bankers who are willing to receive 
deposits ; the number of modern indi- 
genous firms is 7). 

66 (according to information obtained 
from income-tax officers ; distributed over 
11 districts; in 18 districts there is not 
a single indigenous banker). 

Total number of ( hettiyar offices in Burma 
is estimated at 1,650. 

100.000 (estimated number of persons 
conducting the monoy-lending part of 
banking business. Besides, there are about 
700 shroffs and urban money-lenders pay- 
ing income-tax and a large number not 
estimated, who do not pay income-tax. 

There is only one indigenous firm which 
habitually receives deposits as a matter 
of ordinary business. 

No information. 

29 in Ajmer-Merwara, 43 in Delhi and 29 
Hindu bankers in the North-West 
Frontier Province, besides a larger 
number of Muslims. These figures are, 
however, not rel : able, as they are not 
based on the definition given in para- 
graph 107. 


* For the difference between indigenous bankers and money-lenders see 
paragraph 107. 


( 94 ) 
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125. No reliable estimates of the capital employed have been 
given for all the provinces, but it is recognized that amongst the 
agencies financing agriculture and the internal trade and small 
industries, the indigenous bankers occupy a prominent position. 
The Burma Committee have estimated the total of Chettiyar capital 
employed in Burma at Rs. 75 crores, of which Rs. 53J crores are 
supplied by the proprietors of the firms, about Rs. 10 crores are 
borrowed from non-Che fctiyar sources including banks and about 
Rs. 11| crores obtained from deposits. The Madras Committee 
estimates the capital (owned and borrowed) employed in the Presi- 
dency by the Nattukkottai-Chettiyar agencies at Rs. 11 crores. 

126. As the acceptance of deposits is one of the features that 
distinguish a banker from a money-lender, we examine below the 
practice with regard to acceptance of deposits by the various classes 
of indigenous bankers in the provinces, indicating at the same 
time the other sources from which these bankers supplement their 
capital. 

Assam . — Indigenous bankers in Assam do not invite deposits 
and some of them do not accept them. Deposits, if any, are 
mostly on current accounts and interest is paid generally from 4 
to 9 per cent per annum. Fixed deposits are also received by 
some firms at an interest of 6 to per cent per annum. 

Bombay . — The Bombay shroffs receive call money, short-term 
deposits and fixed deposits, and keep current deposit accounts as 
well as fixed deposit accounts. During the busy season they have 
to replenish their resources by borrowing, which is generally 
between shroff and shroff, except in Bombay and other big cities 
where such accommodation is obtained to a certain extent from the 
Imperial Bank of India and the joint-stock banks on demand pro- 
missory notes drawn by two approved shroffs, or by discounting 
hundis endorsed by them. The rate of interest which the shroffs 
allow their customers for deposits varies from 4 to 6 per cent in 
the busy season and from 3 to 4 per cent in the slack season. The 
official rate of interest of the Marwadi Chamber of Commerce for 
current accounts is now 6| per cent, per annum. It is, however, 
open to shroffs to increase or decrease the rate by mutual agreement 
so that the rate usually varies from 3 to 8} per cent. The borrow- 
ing shroff has also the option to return the money whenever he 
desires. The call money rate in the Multani bazar varies between 
3 to 6 per cent per annum according to the conditions of the 
money market. The Bombay and Ahrnedabad shroffs lend money 
among themselves at a comparatively low rate of interest, 4J to 6 
per cent in Bombay and not more than 6 per cent in Ahrnedabad. 

Bengal . — The receipt of deposits was once one of the important 
Junctions of the indigenous bankers, but this branch of . their 
business has been steadily dwindling owing to the competition of 
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the large joint-stock banks and of Government on the one hand, 
and of the co-operative banks and loan offices on the other. The 
rates of interest paid vary from 6 to 12 per cent on fixed deposits 
and 3 to 9 per cent on current accounts. It is said that the 
depositors are attracted to other institutions on account of the 
sense of security engendered by publicity of operations and busi- 
nesslike methods of such institutions. 

Burma . — The Chettiyars *take deposits from non-Chettiyars, 
amounting at times to as much as 6 crores. The bulk of the 
deposits are fixed deposits^ for three, six or twelve months, either 
at a fixed rate of interest or at a fluctuating monthly rate of an 
anna or two below the Chettiyar current rate. The customary 
period of deposit is three months, and fixed rates of interest are 
the general practice, being generally 7 to 10 per cent per annum’.' 
Current account^&eposits taken mostly from traders and shop- 
keepers carry interest ranging from 5 to 11 per cent, per annum. 
There is also inter-Chettiyar borrowing both in the form of fixed 
deposits and call money. Further, the Chettiyars borrow money 
from the Imperial Bank of India and joint-stock banks in the form 1 
of loans and overdrafts. This is estimated at a maximum of 
Es. 3 crores in the busy season. The rate of interest is 1J to 2 
per cent, above the bank rate in the case of the Imperial 
Bank and 2 to 3 per cent above the bank rate in the case of other 
banks. 

Bihar and Orissa . — Some shroffs are able to attract deposits* 
but generally speaking this business has* declined and is declining 
since the shroff, with his present methods of banking business and 
the combination of such business with trade and other activities 
cannot inspire the same confidence as attaches to Government, 
Government-aided institutions, or joint-stock banks with their 
open methods of business and audited balance-sheets. Most of 
these deposits come from the shroffs' acquaintances or those with 
whom they have business dealings. Some shroffs are however 
able to attract deposits from the general public. All deposits 
are on current account, and the interest rates vary from 4 to 6 per 
cent in the case of first-class shroffs and from 6 to 9 per cent in 
the case of second-class shroffs, depending upon the amount of the 
deposit, its probable duration, the personal relations existing 
between the shroff and the depositor and the state of the market. 
Shroffs also borrow money from banks and other shroffs on cash! 
credits and khata peta advances against hundis. 

Central Provinces . — The firm of Bansilal Abirchand is the only 
indigenous firm in the province which habitually receives deposits 
as a matter of ordinary business. Deposits are more often taken 
by bankers who have extensive business of other sorts and are 
used for financing their business other than banking. All indigen- 
ous bankers state that deposits constitute a very small fraction of 
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their working capital. Current deposits are very rare and the 
rate of interest on such deposits seldom exceeds 3 to 4 per cent 
per annum. Fixed deposits are generally for six months or for 
twelve months. The rate of interest is about 5 to 6 per cent per 
annum on fixed deposits -for twelve months ; and in regard to fixed 
deposits for six months, it is 6 to 74 per cent in the case 
of the best bankers in the Busy reason and 24 to 3f 
per cent in the slack season. Bankers who have surplus cash 
utilise it by buying muddati hundis from other bankers, the rate 
for such transactions being about 5 per cent per annum. 

Central Areas. — (i) Ajmer-Merwara . — Only 3 of the indigen- 
ous bankers in Ajmer-Merwara raise substantial amounts by 
deposits. The general tendency is to avoid receiving deposits 
except from personal friends and relatives who are not likely to 
embarrass the bankers by demanding back money at inconvenient 
times. Some of the indigenous bankers are reluctant to give even 
o per cent on deposits but those who depend for their finance on 
deposits pay interest varying between 3 and per cent. The 
rate of interest on loans among bankers is 3 per cent in the dull 
season and goes up to 6 per cent in the busy season. 

(ii) Delhi . — Indigenous bankers in Delhi do not generally take 
deposits except from personal friends and relatives and the more 
substantial of them’do not accept any deposits. Only about five or 
tux accept demand deposits. The rate of interest on deposits varies 
between 3 and 5 per cent. The total deposits taken are estimated 
at less than Rs. 5 lakhs. Funds are raised mainly by the sale 
of lnindis, and also to some extent by the rediscounting of usance 
and demand bills and on cash credits from banks. Cash credits 
are also quite common as a form of inter-lending among the indi- 
genous bankers themselves. The rate of inter-lending among 
bankers is usually under 6 per cent per annum. 

(iii) North-West Frontier Province . — The amount of deposits 
taken by indigenous bankers in the North-West Frontier Province 
appears to be substantial in the aggregate. The rate of interest 
varies between 3 and 8 per cent according to the standing of the 
shroff. Though some of the shroffs do not vary the rate in differ- 
ent seasons, generally speaking there is a difference of about 2 per 
cent in the rates between the busy season and the slack season. 
Big shroffs, however, avoid deposits. Some of the shroffs borrow 
from the Imperial Bank of India and rediscount their bills in the 
busy season. 

Madras . — The Cbettivars take deposits, both current and fixed, 
but they do not now take much of the former as they do not keep 
fluid resources. The rates of interest allowed for deposits vary 
and the average rate for current deposits during 1928-29 was 8-92 
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per cent per annum. The Chettiyar bankers borrow from the Im- 
perial Bank of India cm joint signatures usually at 1 per cent above 
the bank rate. 

The Multanis rely for their funds mainly on their own personal 
resources. They also borrow at comparatively low rates, namely, 
4 to 6 per cent, from their community at Shikarpur. They do not 
receive large sums in deposit, but they take current deposits locally 
at rates varying from 3 to 6 per cent. They also borrow at the 
bank rate from the joint stock banks, chiefly the Imperial Bank, 
the Indian Bank and the foreign exchange banks. 

The Marwaris do not obtain large funds by local deposits, nor 
do they borrow on a large scale from other banks. They rely on 
the funds of the community in Rajputana which are usually avail- 
able at the rate of 4 to 7 per cent. 

The Kalladaikurichi Brahmins take fixed deposits , at 6 to - 
per cent and current deposits at 5 to 7 per cent. They also borrow 
and their borrowings roughly equal their owned capital. 

Punjab . — Funds are raised by deposits, by drawing hundis and 
rediscounting them, and by loans and cash credits secured on 
house properly or Government securities. The owned funds of 
the indigenous bankers in most cases are less than their borrow- 
ings. All do not take deposits, but those who take them pay 
anything up to 6 per cent according to market conditions and the 
period of deposits. On hundis and loans, the rates vary with the 
bazar or the bank rate according as the dealings are with the 
bazar or a bank. The bazar rate for first class hundis is 4 to 1 
per cent below the bank rate. 

United Provinces . — Although indigenous bankers are reluctant 
to accept deposits and rely more on their own capital, on such 
deposits as they receive they pay interest at rates which vary with 
the demand of the season. They borrow from one another at 
rates varying from 4J to 9 per cent, 6 per cent being the most, 
common rate. 


Nature, extent and methods of business. 

127. As in the £ase of money-lenders, the indigenous banker’s 
operations are not attended with formalities and delays. His 
accounts are kept in a simple and economical way but are accurate 
and efficient. He is easily and always accessible. His establish- 
ment is not costly and there is no elaborate staff. Generally 
speaking lie receives no special banking education, except what is 
picked up in the course of business and from past experiences of 
his firm. 
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128. It is not ordinarily practicable for* the indigenous banker to 

establish direct business relations with the ryot. He finances agri- 
culture through local saliukars or money-lenders. In Burma most 
of the Chettiyar’s loans are made to agriculture and a peculiar 
feature of the finance is that the Chettiyar sends out one of his 
clerks to the villages to deal with local borrowers. In Bihar and 
Orissa the indigenous banker lends to grain merchants and 
goladars , and advances directly to zemindars and ryots who lhave 
an easy access to towns. In all provinces, he also indirectly 
finances agriculture by financing internal trade. In provinces 
w T here the Land Alienation Acts are in force, the indigenous 
banker has ceased to advance against agricultural land. • * * 

129. While his relations to agriculture are generally, except in 
Burma, indirect, he has always maintained a close personal touch 
with the trader and the small industrialist. We shall deal in, a 
later chapter more fully with the important part played by tne 
indigenous banker in financing trade and industry, but it may be 
pointed out here that in connection with such financing operations 
he does a good deal of general banking business which is done by 
joint-stock banks, such as buying and selling remittance, dis- 
counting hundis, receiving deposits j and advancing loans against 
stock in trade. Some of the indigenous bankers issue cheque bodks, 
but the cheques have only a limited local circulation. 

130. The majority of indigenous bankers combine banking with 
some form of trade, and the capital employed in banking is not 
distinguished from that employed in trade. The Punjab Com- 
mittee observe, and this is confirmed by other Committees as well, 
that their banking business has considerably declined owing to the 
competition of the joint-stock and co-operative banks and that they 
have been tempted to make up for their lost ground in banking 
by developing trading activities. Other reasons given for the 
decline are the loss of agency business in wandis by the indigenous 
bankers, owing to the establishment of branches of exporting firms ; 
the heavy stamp duty on bills which has led to a restriction of their 
bill business; and to some extent the temptation to speculate, which* 
exists in trade to a very much larger extent than in banking. 
There are at the present day three kinds of indigenous bankers : — 

(i) those who confine their business to banking proper or 

whose principal business is banking, 

(ii) those who are principally traders or merchants but 

employ their Burplus funds in banking business, and 

(iii) those who are both bankers and traders and cannot be 

easily classified as principally bankers or principally 

traders, 

r 
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Rates of Interest. 

131. The rates of interest charged by indigenous bankers on 
advances are summarized below : — 


Name of Province. 

Nature of Security. 

Rates 

of 

interest. 



Per cent. 

Assam 

(1) Village money- 

lender on condition 
of receiving crops 
for sale. 

9—12 


(2) Other customers 

18 

Bengal . 

( 1 ) Secured loans 

7J — d5 


(2) Unsecured loans . 

18 — 374 


(3) Khata Peta . 

| 6 1—9 


(4) Promissory notes 
or Purjas or hundis. 

2—9 

Bihat and Orissa 

(1) Khata Peta (Money 

6J— 9 

• 

at call). 



(2) Muddati hundis 

4—12 


(3) To non traders (de- 
pends on the posi- | 
tion of the parties). 

12—18 

Bombay . 

For internal trade and 
other purposes. 

6—12 

Burma . 

Above Ks. 5,000 in 
Rangoon. 

F.1 so where — 

10-5—12*75 


(1) Against gold . 

15—21 


(2) Against land, house 
property or paddy 
in godown. 

12—24 


(3) On pro-notes with- 
out security. 

16-5—30 

Central Areas 

Aj me? - M e rwara . 



(1) Ornaments 

6 — 74 


(2) Produce and Rail- 
way receipts. 

7 


(3) Landed property . 

9 


(4) Personal security 
(according to 

standing of par- 
ties.) 

6—9 


Remarks. 


i Varying with 
Y reference to 
j amount of loan. 


)• Rates do not vary 
1 with the seasons. 
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Name of Province. 

Nature of Security. 

Rates 

of 

interest. 

Central Areas —conld. 

Delhi, 

(1) Mortgage of pro- 

perty. • 

(2) Ornaments . 

Per cent. 

9—12 

9-r-lOJ 


(3) Verbal security for 

8 to 10 days. 

6 


(4) Loins to artias and 
cloth merchants. 

n 


(5) To grain dealers, 
fruit and vegetable 
merchants. 

9—12 


North West Frontier 

Province, 

(1) Ornaments . 

9 


(2) Verbal security 

8—9 


(3) Pro-notes for 60 

days. 

(4) Muddati hundis 

■ 6— 8} 

4i-8J 

Central Provinces 

(1) Gold and silver 
ornaments. 

7J-9 


(2) Giain and other 

produce kept in 
the godown of the 
lender. 

(3) Other cases . 

7—7* 

7—18 

Madras \ 

(1) First class mort- 
gages in towns. 

9—12 


(2) First class mort- 
gages in villages. 

9—15 


(3) Clean loans — 

(a) town 

9—12 


( b ) villages 

9—18 


( 1 ) Small loans . 

9—13 


(2) Weak Security 

1 8—24 


(1) Mortgages 

9 — 1 2 


(2) Produce 

12—15 


(3) Pio-notes 

12—18 


(\) Hundis . • 

9—12 


(2) Other loans . 

up to 15 


101 


Remarks. 


y C'hettiyars. 


! | Multanis. 

i 

I 

y Marwaris. 

I 

j 

> Kalladaikurichi 
) Brahmins. 
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Name of Province. 

Nature of Security. 

Rates 

of 

interest. 

Remarks. 



Per cent. 


Punjab . 

For short-term loans 
from 2 to 6* months 
for trade and industry 
or in the case of agri- 
culture till the next 
harvest. 

i 

! 

8 — 9 

Advances are made 
against all the 
usual forms of 
security, but prin- 
cipally against 

house property and 
ornaments. A few* 
give advances on 
personal credit. 

United Provinces 

(1) Pro -notes and mort- 
gage of landed 
arid house pro- 

perty. 

7J—12 

Usual rate is 9 per 
cent. 


(2) Ornaments 

71—12 

According to amount 
and material. 


Relations with Organized Banking Institutions. 

132. In Bombay, indigenous bankers whose names are on the 
approved lists of joint-stock banks including the Imperial Bank of 
India get advances from these banks up to certain limits assigned 
to each. In fixing these limits, the Imperial Bank takes into 
account other factors besides a party’s worth. Banks also make 
advances against shroffs' hundis , the period of which is usually 60 
days. In Bihar and Orissa, the local joint-stock banks do very little 
hundi business with indigenous bankers, who are rivals rather 
than customers of these banks. The Imperial Bank, however, 
affords them facilities fo rediscount their hundis in the busy 
season. In Bengal, the indigenous banking firms of repute 
avail themselves of the rediscounting facilities offered by the Im- 
perial Bank, the joint-stock banks and in some cases by exchange 
banks. The indigenous bankers in Assam have pradtically no 
dealings with the joint-stock banks, nor do they make much, use 
of the Imperial Bank branches. Some of the Marwaris, how- 
ever, have current accounts at these branches and can get cheques 
and hundis cashed there. The Imperial Bank and joint-stock 
banks make advances to Chettiyars in Rangoon in the form of loans 
and over-drafts, on the security of Government paper and on 
promissory notes payable on demand. The rate of interest is 
based on the bank rate and varies according to the season. The 
Imperial Bank is prepared to rediscount the hundis of indigenous 
bankers in the Punjab at about J per cent, above the bank rate 
bulrit is reported that the indigenous bankers do not resort much 1 ” 
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to the bank. In the United Provinces, the accommodation which 
the indigenous bankers receive from joint-stock banks is neither 
free nor regular, but is sought occasionally and only in the last 
resort when the bankers’ own funds are exhausted and other 
bankers give no further credit. This is explained as due to their 
inability to furnish adequate security and their refusal to dis- 
close their accounts or publish a balance sheet, making it im- 
possible for the banks to assess ^he true financial position of the 
indigenous bankers. In Delhi, the indigenous bankers rediscount 
about 25 per cent, of rnuddati hundis with the Indian joint-stock 
banks including the Imperial Bank and keep deposits with them 
when the market rate of interest is low. On the whole, in Delhi, 
the indigenous bankers get in times of need more credit from the 
Indian joint-stock banks than from the Imperial Bank. 

133. In all the provinces, the indigenous bankers get remittance 
facilities from the Imperial Bank, on the same terms as the 
general public do. The special concessions given to the joint-stock’ 
banks are not extended to the indigenous bankers, as the indigen- 
ous bankers do not keep any balances with the Imperial Bank 
and do much less business with that bank than the joint-stock 
banks do. 


Organization. 

134. In a few centres in the Bombay Presidency, indigenous 
bankers have organized themselves into associations, e.g., the Bom- 
bay Shroffs’ Association, the Ahmedabad Shroffs’ Association, 
and the Marwadi Chamber of Commerce. There is also an asso- 
ciation of shroffs at Calcutta. Each association conducts its busi- 
ness on well-defined lines and is governed by its own regulations. 
Members of one association have dealings with those of another, 
but there is no organization for interchange of intelligence. The 
indigenous bankers work independently of one another. Co-ordi- 
nation is lacking among the various classes of bankers, though’ 
certain sections of them, such as the Marwadi bankers and the 
Vaishya bankers at Agra, are always prepared to help the mem- 
bers of their fraternity out of trouble. 

Linking the Indigenous Bankers with the General Banking 

System. 

135. Various proposals have been made for linking the indi- 
genous bankers with the general banking system. This is consif 
dered necessary as it will be long before it is possible to have pro- 
perly organized branches of commercial or co-operative banks 
scattered all over India. Moreover, the indigenous bankers have 
been traditionally dealing with hundis and it is thought that their 
training, experience and resources wiil be helpful to encourage and 
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develop the bill habit. The Assam Committee, however, observe 
that the indigenous banker will be a useful link in rural finance 
only when conditions are brought about under which the village 
money-lender will finance cultivation on reasonable terms against 
reasonably good securities. From this poiut of view it has been, 
suggested that if any increased facilities are to be made available, 
they should preferably be given to co-operative organizations, as the 
benefit would more directly descend to the cultivators than if the 
facilities wore given, say, to indigenous bankers. It may also be 
mentioned in this connection that in the opinion of the Punjab* 
Committee, the indigenous banker is bound to give way as com- 
mercial banking expands and that if such expansion continues, it 
is Only a matter of time before the indigenous banker becomes 
extinct. 

136. The proposals made by Provincial Committees are briefly 
summarized below : — 

(1) The indigenous banker should be linked with the Central 
Banking Institution of the country as its agents at least in places 
where no other type of banking organisation is functioning and 
should be subjected to restrictions which will eliminate risks 
arising from speculation and his own business. As regards the 
Imperial Bank of India, the Managing Governor states in his evi- 
dence that at present that Bank utilizes the services of leading 
merchants and shroffs in the mofussil for the collection of bills 
and cheques ; the Bank lias found this arrangement very convenient 
and has never lost anything by using that agency ; but the Bank 
has consistently opposed their agents undertaking any business on 
their own account. He adds that if a shroff were appointed as 
agent of the Bank to do general banking business on behalf of 
the Bank, the shroff would not only expect to carry on his own 
business but also to do business which would be in competition 
with the Bank. Further the Bank could not very well differen- 
tiate and, if its other agents wished to do money-lending business, 
it would almost be impossible to stop them. Another aspect of 
the proposal as brought out by him is that, if the shroff guaranteed 
the business he put through for the Bank, the Bank would have 
to allow him to take any steps he desired in times of stress to pro- 
tect his own interests. These steps might conflict with the Bank’s 
policy and result in undue pressure being put on constituents at a 
time when a more lenient course would be in the interest of the* 
country as a whole. 

(2) Indigenous bankers satisfying certain conditions should be 
treated as ‘member banks’ on the approved list of the .Reserve 
Bank when created. They should be required to keep a propor- 
tion of their deposits with the Reserve Bank and should get the 
same facilities for rediscounting commercial paper as other joint- 
stock banks who are member banks, subject to certain obligations,. 
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such as the submission of their account books to periodical inspec- 
tion and conforming to the standard prescribed by the Reserve 
Bank. 

(3) Commercial banks including the Imperial Bank might dis- 
count the bills of indigenous bankers more freely. It has, how- 
ever, been pointed out by the Managing Governor of the Imperial 
Bank that the question of discounting and rediscounting is largely a 
matter of security, and that good security commands all the bank- 
ing facilities to which it is entitled. The following extract from 
the Report of the Bengal Committee tells a different tale : — 

“In the mofussil it has been stated that the branches* of 
the Imperial Bank evince a lack of sympathy in their 
attitude towards the indigenous bankers. Evidence 
has been received from two firms in Dacca that the 
local branch of the Imperial Bank refuses to redis- 
count hundis bearing the endorsements of even the- 
firms of highest repute in Dacca town. A complaint 
lias also been made that the Imperial Bank does not 
afford any special facility or consideration even to 
the old, reliable and substantial Indian firms". 

(4) In order to retain public confidence, indigenous bankers 
should re-organize themselves on modern lines and become whole- 
time bankers by combination and other suitable devices, if neces- 
sary. They might follow their own system of account keeping, 
and Government should encourage re-organization on these lines 
by appointing such institutions, when formed, to be Government 
bankers leaving the Government balances with them at those 
places where there is no branch of the Imperial Bank. 

(5) With a view to creating public confidence in the indigenous 
banker, a class of licensed bankers should be instituted on whom 
certain privileges should be bestowed in return for certain definite 
obligations imposed on them. The privileges are (1) a special sum- 
mary procedure for determination of their suits and for the execu- 
tion of the decrees ; (2) special legal enactment or directions laying 
down that no court shall be at liberty to vary the rates of interest 
stipulated in the transactions to which these licensed bankers are- 
parties so long as these rates ore within a prescribed schedule ; (3) 
a definite assurance that the Imperial Bank shall not ordinarily 
open a branch at any place where the licensed indigenous banker 
is working; (4) facilities to remit free of charge through the post 
office, under certain conditions; (5) - facilities for remittance of 
funds through the Imperial Bank or the Reserve Bank at the same^ 
rates as are charged to all joint-stock banks ; (6) grant of a sub- 
stantial rebate of duty on muddati hundis under certain conditions; 
(7) grant of rediscount facilities by the Imperial or the Reserve* 
Bank on the same terms as those enjoyed by the joint-stock banks 
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subject to certain maximum limits fixed by the Imperial or the 
Reserve Bank ; (8) grant of advances against gold and silver orna- 
ments by the Imperial or the Reserve' Bank at a profitable rate 
under certain conditions prescribed by the bank; and (9) provi- 
sion for the satisfactory examination and audit of account books of 
licensed indigenous bankers by a committee elected by the local 
Shroffs’ Association in cases of applications for declaration of in- 
solvency by a licensed indigenous banker. The obligations to be 
imposed in view of the above-mentioned privileges relate to : 
U) proper audit of their accounts; (ii) proper conduct of their busi- 
ness in accordance with the rules drawn up by a local Indigenous 
Bankers’ Association; (iii) limitation of the maximum rates of in- 
terest to be charged for different kinds of business to be fixed' from 
time to time by the licensing authority on the recommendation of 
the local Shroffs’ Association; and (iv) the maintenance of a cash 
reserve on a prescribed scale. 

Our proposals. 

137. We have carefully considered the suggestions in the fore- 
going paragraphs and we have come to the conclusion that for 
various reasons it is important that some action should be taken 
to improve the position of the indigenous banker and to make him 
a useful member of the Indian banking system. In the first place, 
some of the indigenous bankers, at any rate, deserve encourage- 
ment and help. Generally speaking, the indigenous banker’s rates 
of interest do not compare unfavourably with those of ordinary 
joint-stock banks and his beneficent sphere of influence is wider 
than theirs, but he has fallen on evil days. At a time when 
margins between borrowing and lending rates are diminishing and 
there is an urgent need for more funds for enabling him to have a 
larger turnover of business, he finds the sources dried up, due, no 
doubt, partly to his own fault, but partly to circumstances beyond 
his control. Secondly, action is necessary in the interests of agri- 
culture, trade and industry of the country. We are impressed by 
the fact that out of 2,500 towns* in India, joint-stock banks and 
their branches exist in less than 400 places, and for banking facili- 
ties elsewhere, agriculturists, traders, merchants and small indus- 
trialists have to depend largely on indigenous bankers and money- 
lenders. In many provinces, even in localities where a joint stock 
bank or its branch exists, the indigenous bankers continue to render 
valuable service in connection with the financing of internal trade 
and middle-sized and small industries and inland remittance work'. 
A large section of the community is thus still dependent on the 

♦ As defined in the Censin Report. They include every municipality, all 
civil lines not included within municipal limits, every cantonment, and every 
other continuous collection of house* inhabited by not less than 5,000 persons 
which the provincial superintendent may decide to treat ae a town for census 
purposes. 
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indigenous bankers for the financial facilities it requires. From a 
study of the history of the progress of joint-stock banks in India, 
we are convinced that it will be a long time before India will have a 
widespread network of joint-stock banks or branches of such banks. 
Further, although co-operation has, as pointed out in a later 
chapter, made remarkable progress in the country since the move- 
ment first started in 1904, its extension on such a scale as to replace 
the indigenous bankers cannot be envisaged within a measurable 
•distance of time. The Imperial Bank of India which has opened 
100 branches during the last ten years in accordance with the 
agreement entered into with Government under the Act governing 
their operations, in view of the fact that many branches have not 
yet reached the profit-earning stage is not likely to go in for fur- 
ther schemes of expansion for some years to come. We think it 
therefore of the greatest importance that in the interests of both 
the general public and the indigenous bankers themselves, steps 
should be devised to strengthen the position of these bankers. 

138. We are not in favour of any compulsory measures with a 
view to reform or help the indigenous bankers, nor do we think 
that any such measures will be welcomed by the indigenous 
bankers themselves. On the other hand from the evidence that 
we have received we gather that any such compulsion would 
only accelerate the process of driving out these bankers from bank- 
ing proper to other spheres of business. This would create a large 
gap in the banking system of the country which would be detri- 
mental to national interests. Our aim on the contrary should be 
to try to restore these bankers to the place which they enjoyed in 
India until the middle of the last century. 

139. Our first proposal therefore is that as soon as the Reserve 
Bank is established the indigenous banker should along with joint- 
stock and co-operative banks be brought into direct relations with* 
the Reserve Bank, and thereby provided with rediscount facilities 
from that institution. It must, however, be remembered that the 
Reserve Bank can only rediscount bank-endorsed paper. We 
therefore propose that only such indigenous bankers as are engaged 
in banking proper, or are prepared to shed their business other 
than banking, should be eligible to be placed on the approved list' 
of the Reserve Bank in the same manner as joint-stock banks. Iri 
the case of the latter, the Reserve Bank Bill of 1928 fixed a cer- 
tain standard, that is, that the member bank should have a capital 
and reserve of Rs. 3 lakhs and over. Similarly in the case of tEe 
indigenous Dankers we admit that it is necessary to have a 
standard. As our object, however, is to bring into the scheme of the 
Reserve Bank as many sound indigenous bankers as possible, and 
as we are not in a position to arrive at any figure of owned capital 
which would achieve this end, we prefer to leave it to the Reserve 
"Bank to prescribe a standard which an indigenous banker must 
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satisfy before he can be given the concession which we are recom- 
mending in this paragraph. At the same time ii must not be under- 
stood that we contemplate that the standard of owned capital for 
indigenous bankers would be as high as that for joint-stock banks. 
Such an indigenous banker must also agree to have proper books 
of accounts kept in the usual recognized manner and to have them 
audited annually by recognized auditors, that is, auditors holding 
a Government diploma who are permitted by Government to audit 
the accounts of any public company. These books should also be 
available to the Reserve Bank for inspection and audit. 

140. We are aware that in the Reserve Bank Bill referred to 
above there is a provision requiring member banks to maintain 
a certain percentage of their time and demand liabilities as interest- 
free balances with the Keserve Bank. We have carefully consi- 
dered the question whether we should insist on the indigenous, 
bankers in our proposed scheme following a similar rule. On the 
one hand it is argued that if the indigenous banker desired to havr? 
facilities from the Reserve Bank in the same manner as a joint- 
stock bank, he should be prepared to fulfil the same obligations. 
On the other hand it is suggested that the raison d'etre of these 
compulsory deposits is to enable the Keserve Bank to control the 
credit policy of its member banks and that so far as the majority 
of indigenous bankers are concerned, the deposits they receive and 
the operations they carry on, though large in the aggregate, are 
individually small and that, therefore, the principle of compulsory 
deposits cannot apply with the same force as it applies to joint- 
stock banks. We further recognize that it is difficult for small 
indigenous bankers in rural areas with no elaborate staff to make 
the calculations and to furnish the returns necessary for the obser- 
vance of this rule. We see a great deal of force in these argu- 
ments and we also feel that any measure compelling all the 
indigenous bankers, big and small, to leave certain interest-free 
balances with the Keserve Bank will rob our proposal of much of 
its attractiveness and instead of resulting in indigenous bankers 
coming withing the sphere of the Reserve Bank system in 
large numbers will only bring in a few. We, therefore, propose 
that such of the indigenous bankers whose deposits do not exceed 
five times their capital should during the first five years of the 
working of the Keserve Bank be exempt from the rule relating to 
compulsory deposits. At the end of that period it would be left 
open to the Reserve Bank to take such action in the matter as it 
may consider necessary in order to make its credit policy effective. 

141. We have given full details in a previous paragraph of the 
lending and borrowing rates of indigenous bankers. These com- 
pare favourably with the rates of joint-stock banks and it is our 
firm belief that, when the rediscounting facilities which we have 
proposed are offered, the indigenous bankers will be able to 
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reduce still further their rates on advances to the public. We 
do not, therefore, feel any necessity to impose any condition as 
to the maximum rate of interest tc be charged by these bankers 
as a quid pro quo for the facilities we offer, nor do we think it 
advisable to impose on the indigenous bankers any conditions 
which would not equally apply to the other member banks of the 
Reserve Bank. With a view to meet the apprehensions of those 
who want to be assured that the facilities afforded to these mem- 
ber banks will be passed on in a large measure to the public, we 
propose to leave it to the Reserve Bank to see that institutions 
receiving rediscount facilities from it should not charge to the 
public rates which in its opinion are unduly high. 

142. The proposals that we have made above will go far to im- 
prove and raise the status of the class of indigenous bankers in 
India. With the same purpose in view, the Reserve Bank and the 
commercial banks in India may use such indigenous bankers who 
are members of the Reserve Bank system as agents for collection 
of cheques and bills in the same manner as they may usq a joint- 
stock bank or a co-operative bank. We do not recommend the 
grant of any other privileges mentioned in clause (5) of paragraph 
136 above except that relating to facilities for remittance of funds 
through the Imperial Bank of India or the Reserve Bank at the 
same rates as are charged to all joint-stock banks. This latter 
privilege should automatically be accorded to the indigenous bankers 
who are included in the schedule of member hanks of the Reserve 
Bank. Further the benefits of the Bankers’ Books Evidence Act 
should be extended to such indigenous bankers as are placed on the 
approved list of the Reserve Bank. 

143. We have already pointed out in paragraph 107 that thft 
dividing line between an indigenous banker and a money-lender 
is rather thin. That being the position, we desire it to be clearly 
understood that the proposals made by us in paragraphs 137 to 142 
should apply equally to money-lenders who satisfy all the condi- 
tions which we have prescribed for indigenous bankers. 

144. It is quite conceivable that a large number of indigenous 
bankers whose principal business is not banking, or who do not 
lake to banking as their principal business as soon as the Reserve 
Bank is established, will still remain outside the scope of our pro- 
posals- These will continue to obtain their banking facilities from 
the existing joint-stock banks, including the Imperial Bank of 
India. We have already referred to the complaint that good 
security does not always command all the banking facilities to 
which it is entitled, and some of the Provincial Banking Enquiry 
Committees have pleaded for the adoption of a more liberal policy 
by the Imperial Bank of India. We strongly support this plea 
and commend it for the sympathetic consideration of the Imperial 
Bank and other joint-stock banks in the country. 
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145. We may in this connection lefer to a recommendation to 
have made elsewhere, namely, that an Association of all banks* 
and bankers should be formed as early as possible and that such 
indigenous bankers whose bills the Reserve Bank decides to accept 
should become full members of the All-India Bankers’ Associa- 
tion and in addition be entitled to use the designation “Member 
of the Central Bankers’ Association’’. Such of the banks and 
indigenous bankers as are outside the Reserve Bank system might 
be made associate members. We are sure that this proposal, in 
addition to giving these indigenous bankers a status, will also tend 
to raise the standard and improve their banking methods. This 
proposal will not stand in the way of the formation of local indi- 
genous bankers’ associations such as those that now exist in Bom- 
bay and other centres for facilitating co-operation and joint action 
by indigenous bankers of the locality. 

14G. Other lines of advance suggested are : — 

(a) Amalgamation of the business of local indigenous- 

bankers into joint-stock banks ; 

(b) Establishment of what are known in Germany as 

“Komniandit” principle banks; 

(c) Formation of a co-operative bank of indigenous bankers, 

which would discount the hundis of the members 

and rediscount the same with the Reserve Bank; and 

(d) Adoption of bill-broking as an integral part of the indi- 

genous bankers’ business. 

We consider that it is for the indigenous bankers themselves 
to carry out reforms on the lines suggested above. We are of the 
opinion that if they bring their system of operations more into 
line with the customs and practices of commercial banks ir the 
matter of audit and accounts, use of bills and cheques, prompt 
payment and receipt of moneys and conduct of business strictly 
in accordance with legal requirements, they can take their proper 
place in the banking system of the country. We have already 
referred to the suggested introduction of the “Kommandit” prin- 
ciple in . the proposals of the preceding chapter relating to money- 
lenders. We agree that the suggestion is one which should receive- 
the serious consideration of existing banks in India in order 'to 
extend the sphere of their activities without the risk and expense* 
of opening new branches. We feel that if the better class of both 
money-lender and indigenous banker would carry out the reform 
we have suggested, there are considerable possibilities of mutual 
benefit for both joint-stock banks and their indigenous agencies, 
as well as benefit to the trading community as a whole by the- 
provision of improved banking facilities. 

147. Mr. Raimadas Pantulu has put in a supplementary minute 
in which he apparently wants action to be taken beyond wHat we 
have recommended in our report. We see no reason to modify 
the recommendations which we have already made. 
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RURAL FINANCE— contd. 

CO-OPERATIVE ORGANIZATION. 

History of movement. 

14S. “Co-operation” was officially set up in India with the= 
passing of the Act of 1904. Oo-operation was not defined in 
that Act, but it is generally understood as a voluntary organisation 
of persons who associate on equal terms for the satisfaction of their 
common economic needs. Before the passing of the Act of 1904, 
experiments were made by various officials including Sir Edward 
Maclagan and Captain Crosthwaite in the Punjab, Mr. Dupernex 
n the United Provinces and Mr. Lyon in Bengal. The societiea 
organized by them could at that time be registered only under 
jhe ordinary Company Law. A few societies then organized still 
survive in the Punjab. The Act of 1904 was restricted mainly 
;o credit co-operation. We are told that the general impression 
that co-operative credit alone was the object kept in view at the 
outset by the Imperial legislators is not correct and that the restric- 
tive scope of the Act of 1904 was “a slip” which was sought to be 
remedied as quickly as possible. In the course of 7 or 8 years 
of working of The Act of 1904, it became evident that much progress- 
could not be made under it in the matter of developing rural credits 
The entire working capital of the movement in the year 1912 was 
less than Rs. 75 lakhs. In that year, a second Act was passed in 
supersession of the Act of 1904. The new Act II of 1912 expressly 
recognized the extension of co-operative activity tc more complex 
forms such as secondary bodies like central banks and unions to 
finance and supervise the primary societies. Provision was also 
made for the registration of societies of various types aiming 
at the promotion of economic interest of their members, e.g., socie- 
ties dealing not only with credit but also with purchase and sale,, 
insurance and other various specialized functions carried out by the- 
most recent types of societies elsewhere. 

149. With the passing of the Act of 1912 the movement entered 
on the second stage of its progress. It must, however, te men- 
tioned that in spite of the removal of the limitations imposed by 
the original Act, and the creation of scope for several forms of non- 
credit activities, the preponderating element in Indian co-operation 
is still credit. This appears to be natural not only because credit 
is the simplest example of co-operative endeavour that can be- 
in trod uced among a rural population which is largely illiterate, but 
also because credit continues to be the most insistent need of the 
Indian cultivator, who is weighed down by the burden of usury and 
chronic debt which crush “the life and thought” of rural India. 


( HI ) 
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150. The movement entered on its third stage of development 
after the publication of the classic report of the Maclagan Com- 
mittee on Co-operation in 1915. That Committee examined the 
movement in all its aspects and made many constructive proposals 
of a far-reaching character for the further development of co-opera- 
tion. Provincial co-operative banks have since been established in 
•all the provinces except jtlie United Provinces, largely as a result 
of the recommendations of that Committee. 

151. On the passing of the Government of India Act of 1919, Co- 
operation became a provincial subject to the Transferred Depart- 
ments, and the movement can be said to have entered on the fourth 
stage of its development since it began to be administered by the 
ministers under the reformed constitution of the Provincial Govern- 
ments. During the earlier years of the working of the reformed 
constitution, the development ministers evinced much interest in 
the expansion of the movement, and since 1921 there has been a 
large addition to the number of societies all over India. Later 
-efforts are, however, being directed more largely to the consolida- 
tion and rectification of existing societies than to further rapid 
expansion. The provinces of Bombay and Burma have replaced the 
Act of 1912 by local legislation in 1925 and 1927 respectively. In 
Madras a Bill to replace the all-India Act has been introduced into 
the local legislature. Another important step taken irr connection 
with encouraging co-operation, afrer it became a provincial subject, 
has been the institution of committees of enquiry by various pro- 
vinces. The Oakden Committee of the United Provinces of Agra 
and Oudh, the King Committee of the Central Provinces, the 
Townsend Committee of Madras and the Calvert Committee of 
Burma have already published their reports. The appointment of 
similar committees in other provinces is under contemplation. Some 
*>f the Provincial Banking Enquiry Committees have definitely 
recommended the appointment of such committee.-. 

The present position. 

152. Started in 1904 with no antecedent record and having 
made but negligible progress till 1912, the movement has today 
assumed large proportions particularly in regard to the aggregate 
numbers of societies, their membership and working. capital. The 
number of societies in British India and the Indian States is 
now nearly 100,000, of which about 15,000 are in nine or ten 
Indian States. Tlie credit societies alone in British Inlia number 
over 73.000 on the 30th June 1930 and count more than three 
million members with a working capital of over Rs 40 crores. 
Their average membership is somewhere between 30 and 40. The 
number of non-credit societies on the same date is about 16,000 
with a membership of 650,000 and working capital of about Rs. 6 
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crores. The central financing institutions like the central banks 
ami the banking unions are nearly 600 in number, of which about 
500 are in British India. The entire working capital in the move- 
inent is about Bs. 50 crores (excluding loans made by secondary 
bodies to primary societies and deposits made by the latter with 
the former). Of this amount, about Bs. 14 crores consist of share- 
capital and reserve, and the rest of deposits and loans from members 
and non-members. On the familiar assumption that a rural family 
consists of 5 members on the average, the membership of three 
million means that 15 million people in India have been touched 
by the co-operative credit movement, the percentage of the popula- 
tion benefited by the movement in various provinces is as follows : — 


Province. 

* Proportion of members of 
agricultural societies to 
families in rural areas. 

All sock ties. 

Credit 

societies. 





Per cent. 

Per rent. 

Ajmer -Merwara .... 




15 4 

15*0 

Assam •••••« 

• 



2*9 

2*9 

Bengal ..... 

• 



4‘ 4 

3 8 

Bihar and Orissa .... 

• 



3*2 

3*1 

Bombay . . . • 

• 



10- 0 

8* 7 

Burma^ 




39 

3*7 

Central Provinces and Berar 

• 



2*4 

2*3 

Coorg 

• 



36*2 

36*2 

Delhi 

• 



11 '5 

11* 5 

Madras ..... 

• 



8-3 

7*9 

North-West Frontier Province 

. 



1 0*2 

0*2 

j 

Punjab ..... 

• 



10-9 

10*2 

United Provinces 

• 

• 


r 8 

1*8 


* Report of tbe Royal Commieeion on Agriculture in India, 1928, para- 
graph 372. 
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153. We give below certain recent statistics (as on the 30th 
June 1930) relating to the co-operative movement in India : — 

I. — Agricultural Credit Societies (including mortgage banks). 


— 

Number of So- 
cieties. 

Membership. 

Share 

Cap'tal 

and 

Reserve. 

In thoi 

Depo- 

sits. 

isands. 

Loans. 

Total 

Work- 

ing 

Capital. 




Rs. 

R3. 

Rs. 

Rs. 

Ajmer- Merwara 

513 

11,203 

7,83 

41 

8,64 

16,88 

Assam .... 

1,282 

52,579 

7,57 

5,02 

16,57 

29,16 

Bengal .... 

19,156 

456,139 

1,27,39 

34,38 

3,28,55 

4,90,32 

Bihar and Orissa 

8,624 

211,778 

42,04 

! 8,19 

1,88,40 

2,38,63 

Bombay .... 

4,526 

265,325 

77,37 

i 1,16,65 

1,93,28 

3,87,36 

Burma .... 

2,282 

52,945 

86,78 

9,61 

61,17 

1,57,56 

Central Provinces 

3,950 

59,308 

31,79 

7,66 

1,32,11 

1,71,56 

Delhi .... 

217 

5,173 

2,12 

32 

5,92 

8,36 

Madras .... 

12,540 

074,590 

1,27,55 

9,72 

5,26,89 

i 6,64,16 

N. W. F. P. 

152 

4,122 

57 

3 

2,80 

3,40 

Punjab .... 

16,125 

483,423 

2,57,40 

70,20 

4,51,30 

7,78,90 

United Provinces 

5,043 

117,661 

46,14 

2,61 

51,28 

1,00,03 

Total 

74,410 

H.3J4.240 

| 

8,14,55 

2,64,80 

19,66,91 

30,46,26 


II. — Non-Agricultural Credit Societies (including urban banks). 


’ 

Number of So- 
cieties. 

Membership. 

In thousands. 

Share 

Capital 

and 

Reserve. 

Depo- 

sits. 

Loans. 

Total 

Work- 

ing 

Capital. 





Rs. 

Rs. 

Rs. 

Rs. 

Ajmer-Merwa r a 

. , 

67 

2,176 

1,00 

3,26 

42 

4,68 

Assam 

• . 

ll 

186 

5 


3 

8 

Bengal 

, 

456 

147,573 

74,81 

1,75,21 

6,48 

2,56,50 

Bihar and Orissa 


56 

1,247 

96 

10 

2,36 

3,42 

Bombay . 


580 

194,421 

91,82 

2,29,31 

10,94 

3,32,07 

Burma 

• 

77 

17,458 

33,17 

26 

7 

33,60 

Central Provinces 

. . 

70 

16,097 

6,47 

6,25 

91 

13,63 

Delhi 

• 

38 

1,582 

39 

1,09 

38 

1,86 

Madras 

. , 

1,151 

221,475 

88,52 

65,53 

1,11,6k 

2,66,73 

N. W. F. P. 

* 

3 

714 

69 

85 

. , 

1,44 

Punjab 


1,092 

50,366 

25,04 

44,45 

26,66 

96,16 

United Provinces 


156 

3,138 

1,24 

8 

1,54 

2,86 

Total 

3,757 

656,433 

3,24,06 

5,26,39 

1,61,47 

10,11,92 


• The dates vary with reference to the Co-operative year in each province : 
the latest figures available are given. 
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HI. — Non-Credit Societies of all kinds (including Sale Societies). 



Number of So- 
cieties. 

Membership. 

Share 

Capital 

and 

Reserve. 

In thou 

Depo- 

sits. 

isands. 

Loans. 

Total 

Work- 

ing 

Capital. 






Rs. 

Rs. 

Rs. 

Rs. 

Ajmer- Merwara 

• 


51 

5,126 

1,67 

29 

1,40 

3,36 

Assam 



26 

3,034 

68 

42 

7 

1,17 

Bengal 



2,736 

122,424 

23,36 

7,48 

51,67 

82,51 

Bihar and Orisea 



8,949 

258,944 

58,47 

21,93 

1,95,81 

2,76,21 

Bomfcav . 



504 

102,994 

34,87 

36,67 

56,05 

1,27,59 

Burma 



15 

1,411 

71 

5 

2 

78 

Central Provinces 



55 

3,732 

1,78 

1,84 

80 

4,42 

Delhi 



15 

442 

14 

- s 

2 

24 

Madras 

• 


437 

40,147 

8;37 

2,54 

7,36 

18,27 

N. W. F. P. 

• 


10 

839 

49 

15 

. . 

64 

Punjab 



2,959 

105,141 

41,67 

9,32 

4,72 

55,71 

United Provinces 

• 


163 

5,562 

55 

* 22 

43 

1,20 

Total 

• 

15,920 

649,796 

1,72,76 

80,99 

3,18,35 

6,72,10 


IV. — Central Banks and Banking Unions. 


— 

Number. 

Members. 

. .. 

In thousands. 

Indivi- 

duals. 

Socie- 

ties. 

Share 

Capital 

and 

Reserve. 

Depo- 

sits. 

Loans. 

Total 

Working 

Capital. 





— 

Rs. 

Rs. 

Rs. 

Rs. 

Ajraer-Merwara 

7 

800 

780 

4,17 

15,53 

4 

19,74 

Assam . 

11 

462 

1,118 

2,63 

13,58 

2,75 

18,96 

Bengal . 

116 

4,652 

19,071 

78,03 

2,64,91 

1,12,76 

4,65,70 

Bihar and Orissa . 

67 

2,742 

9,077 

36,31 

1,52,99 

39,48 

2,28,78 

Bombay • 

19 

6,535 

4,001 

30,24 

1,93,54 

54,83 

2,84,61 

Burma . 

12 

1,072 

992 

18,43 

28,05 

, 4,75 

61,23 

Central Provinces* 

34 

48.84S 

3,955 

48,00 

1,77,53 

15,02 

2,40,55 

Delhi 

1 

66 

426 

1,50 

12,20 

1 

13,71 

Madras 

31 

3,484 

12,923 

76,60 

3,53,01 

1,97,57 

6,27,18 

N. W. F. P. . 

1 

36 

114 

21 

2,29 

92 

3,42 

Punjab . 

118 

3,472 

18,928 

63,23 

5,75,37 

06,88 

7,05,48 

United Provinces . 1 

69 

5,498 

5,168 

35,25 

53,76 

4,04 

93,05 

Total 

400 

77,607 

70,563 

4,00,60 

18,42,76 

4,99,05 

27.42,41 


* The practice in Central Provinces seems to be that the individual mem- 
bers of Central banks are generally members of the primary sooieties. 
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V. — Provincial Banks. 


Ajmer- Merwara . 

Assam 

Bengal 

Bihar and Orissa . 
Bombay 

Burma • 

Central Provinces 

Delhi . 

Madras • . 

N. W. F.P.. 
Punjab , 

United Provinces . 
Total 


Members. 


In thousands. 


No Provincial Bank in the Province. 


184 


58 15,81 


2,15 


75,87 


No Provincial Bank in the Froviuce. 


13,008 


10,91 


5,00 


63,13 


No Provincial Bank in the Province. 


1,280 19,127 1,45,54 


16,95 6,12,21 


I 

Indivi- 

duals. 

Socie- 

ties. 

Share 

Capital 

and 

Reserve. 

Deben- 

tures. 

Depo- 

sits. 

Loans. 

i 


Rs. 

Rs. 

Rs. 

Rs. 

i 

No Provincial Bank in th< 

& Area. 



31 

35 

99 

. . 

2,37 

12 

, , 

168 

20,78 

, . 

1,63,26 

. . 

29 

79 

9,33 

, , 

63,80 

38 

808 

1,632 

18,83 

9,80 

1,20,61 

66 

188 

1,648 

58,41 

, 4 

27.29 

. , 

40 

2,499 

10,48 

*• 

96,99 

*• 


Total 

Working 

Capital. 


85,43 

16,74 


Re. 


3,48 

1,84,03- 

73,51 

1,49,80 

85,70* 

1,06,47 


1,79,26* 


95,78 


J ,03,33 '8,78,03 


Methods of raising credit. 

154. In describing the credit needs of the farmer in Chapter 
VI, it was pointed out that rural credit fell into two broad catego- 
ries : (1) short-term and intermediate credit, in which loans were 
secured mostly on personal guarantee and temporary agricultural 
wealth, and (2) long-term credit which was based upon the perma- 
nent agricultural wealth in the shape of land or buildings. Opinion 
on co-operative credit has now crystallized round the idea that these 
two varieties of credit cannot be supplied by the same type of co- 
operative organization and that two different types of them are indis- 
pensable. Almost all the Provincial Committees, and almost every 
competent authority on co-operative credit in India, are agreed 
that the existing primary societies, central banks and provincial 
banks, by reason of the character of their resources and oiber 
obvious limitations from a banking point of view, can supply only 
the short and intermediate credit. They are also agreed that the* 
type of co-operative organization most suited to provide long-term 
ries : (1) short-term and intermediate credit, in which loans were 
type of institutions raises credit mainly by deposits and loans, and 
the second type by debenture issue, the share capital in both cases* 
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being only a small portion of the working capital. We shall deal 
in this chapter with the first type of institutions, — primary societies, 
central banks and provincial banks, — and leave the other to the 
next chapter. 


The Primary* Societies. 

155. The financial structure of co-operative credit is based 
upon what are popularly known as the primary societies. These 
societies, which are associations of borrowers and non-borrowers, 
consist of the residents of a locality who know one another and 
may naturally be expected to take interest in one another’s affairs. 
This arrangement brings together persons of different status in life 
into a common economic organization and helps to foster a true 
spirit of co-operative brotherhood; and we agree with the recom- 
mendation of the foreign banking experts that membership of pri- 
mary societies should not be confined to a special creed, caste or 
calling or to a certain number of people resident in a locality. The 
rural credit societies are mostly shaped on what is known as the 
Raiffeisen model, after Raiffeisen, the famous German Co-operator, 
whose rural credit system proved a great factor in the economic 
regeneration of the German farmers. The structure of these 
societies is simple. Every resident of a village who, in the 
opinion of his felknv-mernbers, is a person of good character fe 
eligible for membership. The tangible assets of the society con- 
sist of the property possessed by all the members thereof, the 
details of which are required to he entered in a list called the “Pro- 
perty Statement” (Haisiyat) of the society. This is periodically 
revised, usually once a year, and brought up to date. The careful 
preparation and revision of this statement is of the utmost import- 
ance for the proper working of the society. In some localities mem- 
bers contribute a small share capital and in others they do not. In 
the Punjab and the United Provinces, the society based on shares 
has from the first prevailed ; to a great extent in Madras and Burma 
also. In other provinces, the share and non-share societies flourish 
side by side. We are of the opinion that the encouragement of 
subscription to share capital by members as a method of collection 
of savings is to be preferred to a system of compulsory deposits. 
These societies are expected to raise locally (on the joint’ 
liability of the members) capital to be lent out to the members and, 
whenever necessary, the local capital so raised may be supple- 
mented by small loans from the State, deposits made by friends 
and sympathisers of the movement who are non-members, and loans 
obtained from central and provincial banks. We do not recom- 
mend under existing conditions that primary societies should 
make any special effort to attract deposits from non-members by 
offering high rates of interest, for this would frustrate the aims of 
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the movement to bring down the general high level of interest 
rates and to provide the rural co-operators with cheap and control* 
led credit. Moreover without the aid of an efficient and well* 
organized Central' Banking System which can act as a true 
balancing centre for primary societies, the latter cannot 
receive and utilize non-members’ deposits without risk and 
with profit. These societies should, however, serve as 
savings banks for their members and promote thrift. The liability 
in the agricultural rural societies is generally unlimited. The urban 
primary societies which are modelled on Luzzati’s People’s Banka 
in Italy and Schulze Delitzsch societies in Germany adopt the 
principle of limited liability; but otherwise, they follow the 
essential principles of co-operative credit which characterise the 
rural societies based on the Raiffeisen model. Certain very definite 
and rigid principles are laid down in the matter of the grant, utiliza- 
tion and recovery of loans. The most important of them are : — 

(1) The maximum borrowing power of the society is fixed on 
some understandable basis, such as a definite fraction of the net 
assets of all the members composing it. It varies between Jth to 
Jth of the value of the net assets in the several parts of India. 

(2) No loans should be advanced for an unproductive or waste- 
ful object, and the scrutiny of the purpose of the loan is an import- 
ant function of the Panchayat or the Managing Committee. 

(3) In fixing the individual maximum borrowing power of the 
members fair latitude is allowed according to their needs. Such 
maximum bears a definite proportion to the individual assets of 
the member and does not ordinarily exceed fifty per cent of the 
value thereof. The purpose of the loan and the repaying capacity 
of the borrower constitute the important factors, in determining 
the amount of the loan within the prescribed maximum limit of 
the borrowing power. 

(4) The members should keep mutual watch over one another 
in regard to putting the loan to beneficial use and in the matter 
of the timely discharge of the dues to the Society. 

(5) The instalments of repayment of the loan should be fixed 
with due regard to the repaying capacity of the borrower; when 
the borrower is unable to repay on account of any just cause, 
like failure of crop, a suitable extension of the period of repayment 
is made and no undue pressure is brought to bear on the borrower. 

(6) The shareholding and the rate of dividend are restricted* 
The principle of ‘one man, one vote’ is observed almost universally. 
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irrespective of the holding of shares. There are also rigid res- 
trictions on the right of the member to transfer or charge his share 
or interest in the capital of a registered society. Such share or 
interest is also not liable to attachment or sale by courts or in 
insolvency proceedings. The liability of a member for the debts 
of the society continues until the expiry of two years after he 
ceases to be a member. 

(7) The society has a prior claim, subject to that of the Gov- 
ernment’s dues, over other creditors of the members in the matter 
of enforcing any outstanding demands due to the society from a 
member or past member for moneys advanced for agricultural 
requisites. There is, however, no specific charge nor does the 
prior claim extend to all advances relating to crop finance. In 
Bombay, the prior claim under the All-India Act is converted 
into a first charge by the local Act. We do not consider that the 
present legal provision in Section 19 of the All-India Act giving 
to the society a prior claim is satisfactory. We recommend that, 
as in Bombay, the prior claim should be converted into a first 
charge. 

(8) The societies are placed under statutory obligation to build 
up reserve funds. Section 33 of the Act deals with reserve 
funds. In non-share societies the entire surplus profit is 
carried to the indivisible reserve. In share societies also the idea 
that the reserve fund is one and indivisible is recognised, and no 
distribution of profits is permitted without a substantial portion 
being carried to the reserve fund, such portion being riot less 
than 25 per cent cf the profits. In Madras, in the case of the un- 
limited liability societies the rule is that not less than one-half of 
the profits shall be carried to a reserve fund until that fund is 
equal to one-half of the total liabilities of the society other than 
reserve and share capital. The value ol the reserve fund as a 
safeguard against the unlimited liability of the members to 
make good any probable loss is appreciated and the desire 
to build up reserve funds is in evidence. These reserve funds 
are generally invested by primary societies in central co- 
operative banks. The United Provinces Provincial Banking 
Enquiry Committee report that in some societies it is the practice 
to lend money to their members out of the reserve funds and as the 
members themselves are owners of these funds, it has been pos- 
sible for 400 societies which have adopted this procedure to reduce 
their rate of interest. The question whether societies should be 
permitted to use a portion of the reserve fund as their working 
capital has arisen from the fact that the Central Banks pay a 
low rate of interest on the reserve fund to societies while the rate 
charged on loans is much higher. The Townsend Committee 
recommended that Central Banks should lend to societies at con- 
cessional rate sums up to the extent of the reserve fund in deposit 
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with them, and that after the reserve fund of a society aggregates 
to an appreciable percentage of the society’s total working capital 
the excess may be permitted to be used in the society’s business. 
We recommend the former proposal for the consideration of the 
authorities concerned. In the present stage of the development 
of the movement it is safer to keep the reserve fund invested in the 
central banks and not to permit the societies to lend it to their 
.members. 

356. In a registered society, unlimited liability, whatever may 
be its implications in strict legal theory, amounts in co-operative 
practice merely to the contributions which a liquidator may levy 
-in the process of liquidation; in other words it is an ultimate con- 
tributory liability which arises when a society is wound up. It 
. does not mean that any or all the creditors may sue any member 
for the debt due to them. As explained clearly by Mr. Calvert, 
.the loss in a co-operative society will fall firstly on the member, 
secondly on his sureties, thirdly on the reserve, fourthly on the 
share capital, fifthly on the unlimited liability of the members and 
finally on the creditors of the society.* Experience has shown that 
the protection to the creditors is ample, and this mainly accounts for 
the readiness with which the public invest their moneys in co- 
operative banks. It is true that the unlimited liability does not 
carry with it an obligation against alienation and that if a member 
having acknowledged liis unlimited liability to his society proceeds 
to encumber or dispose of his material possessions, the security, 
to depositors will pro tanto be diminished. In practice, however, 
there are many safeguards against recourse to such dishonesty, 
which entail prompt steps being taken to recover any outstanding 
loan and to expel the member. It is this liability that subjects 
members to mutual watch over each member. Mr. Wolff very 
aptly points out that “Raiffeisen adopted unlimited liability in 
order that society should stand on no etiquette with candidates, 
consider well whether such were eligible and unsparingly super- 
vise them’ht Co-operators find that with the observance of these 
precautions, and the restriction of loans to members selected for 
their hones! y, the unlimited liability is of great practical value in 
raising and dispensing co-operative rural credit, instead of being a 
danger or a snare. We have, how T ever, no objection to limited 
liability societies being encouraged in places where the co-opera- 
tive movement cannot make a great headway under t ho unlimited 
liability system. 

The Central Banks. 

157. The co-operative primary societies in a specified 
area are federated into a central society which is called a 

* u The Law and Principles of Co-operation 91 by Calvert, page 40. 

t " Co-operation in. India ” by Wolff, page 63. 
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“‘Central Bank” or a “Banking Union”. Historically speaking, 
the appellation “Central bank” is used when the cential society 
admits as its members not only primary societies, but also indi- 
viduals. The phrase “Banking Union” is used when membership 
is confined to societies only and individual members are excluded. 
In practice the differentiation is gradually disappearing and indi- 
viduals are to be found as members in most co-operative banks 
everywhere. We shall therefore refer to both of these institutions 
is central banks. These central banking organizations are gen- 
erally located at headquarters of, or other important towns in, 
the districts and have on their boards of management some 
individuals of influence and business capacity, besides 
representatives of, primary societies. They have, therefore, 
very soon won the confidence of the public and are today a factor 
to be reckoned with in the Indian money market. We do not 
recommend the exclusion of individual members from central co- 
operative banks; but we agree with the Maclagan Committee on 
Co-operation, that societies’ representatives should have a pre- 
ponderating voice in their management. These banks finance 
the primary credit societies and also act as balancing centres to 
them, and as a rule do little commercial banking. Their resources 
consist of their owned capital (share capital and reserve funds) ; 
deposits of various kinds, such as fixed, current, recurring, and 
prudent ; provident and savings deposits ; overdrafts and short term 
loan^ from the Imperial Bank of India and some joint-stock banks ; 
and loans and advances made by the provincial bank and sometimes 
by other central co-operative banks. Another source of deposits for 
central banks is the surplus funds of primary societies affiliated 
to them, more particularly the contributions to the reserve fund 
which are required to be separately invested in the central bank. 
Their position in certain provinces has become so stable that 
municipalities, local bodies, universities and other quasi-public 
bodies are allowed to deposit their surplus funds with them. The 
central banks are able to attract capital which at present is ample 
for the requirements of the movement, and in some provinces they 
obtain deposits at as low a rate of interest as 4 per cent. In making 
loans, they observe in the main the principles of co-operative credit 
which were enumerated in dealing with the primary society. The 
dividend paid by them is restricted by statutory rules, and does not 
generally exceed 9 per cent, though in a few provinces it is as 
high os 12 per cent. By legislation the maximum rate is fixed at 
10 per cent in Bombay. As in the case of the limited liability 
societies, 25 per cent of the central bank’s net profits are required 
to Te carried to «, reserve fund. These banks are required to 
maintain adequate fluid resources to meet the depositors’ claims, 
the standard of such resources being fixed by the "Registrar; and 
generally speaking they are expected to follow the rules of prudent 
banking like commercial banks. In practice the standard is even 
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more rigid. The banks are required to maintain a fluid resource 
register showing from day to day the amount of fluid resource re- 
quired and the amount maintained. The fluid resources are main- 
tained in the shape of (1) cash balances on hand, (2) undrawn cash 
credit with the Imperial Bank of India and with the provincial co- 
operative bank and (3) Government promissory notes. 

In order to protect the depositors, and to create confidence in 
the minds of the public and of the commercial banks that have 
dealings with Co-operative banks, it has been suggested that the 
limited liability of shareholders in central banks should be coupled 
with a reserve liability of about 5 to 10 times the share capital. 
Though we agree that the reserve liability may be permissible in 
the case of shares held by societies, we do not 1 approve of the sug< 
gestion in so far as it applies to individuals who are members 
Even in the case of societies, we consider that such reserve liability 
should be restricted to the face value of the shares and not to some 
ijiultiple of it. We would in this connection invite a reference to 
paragraphs 121 and 122 of the Maclagan Committee's report which 
support our conclusion. 

In order to provide against losses which may arise from part 
of the funds invested in primary societies proving ultimately irre- 
coverable, we recommend that central banks should start a bad 
debt fund, carrying a reasonable amount of the profits to that fund, 
in addition to the statutory allocation to reserve funds. We are 
aware that the reserve fund itself is intended to meet irrecoverable 
losses. But in our opinion this arrangement is not a sufficient pro- 
tection to creditors. In the first place, the reserve fund in 
practice is not drawn upon to recoup losses until the bank is put 
into liquidation. In the next place, the temptation to pay divi- 
dends oil shares at the maximum rates allowed even in years when 
there is a depreciation of assets by the deterioration of debtor 
societies can only bo checked by carrying over an adequate portion 
of the profits to a bad debt fund. The question of dividend does 
not arise at the time when the statutory allocation is made to 
the reserve fund. 


The Provincial Banks. 

158. The central co-operative banks in all the Governors’ 
provinces in Tndia with the exception of the United Province* 
of Agra and Oudh have in their turn federated themselves 
into higher central societies called apex banks or provincial 
banks. The United Provinces Committee have recommended the 
establishment of a provincial bank for the province, a recommenda- 
tion which we strongly support. One Indian State at least 
(Mysore) has an organization approximating to a provincial bank. 
These provincial banks are able to attract the capital required for 
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the movement by means of deposits at fairly cheap rates of 
interest. The provincial banks act as financing agencies and 
balancing centres to the central banks. They derive their funds 
much in the same way as the central banks do. Many of them 
enjoy cash credit and over-draft arrangements with the Imperial 
Bank of India and in certain provinces with'other joint-stock banks. 
They also get short-term money and call-money from many com- 
mercial banks. Some provincial banks are known to lend their 
surplus funds to other provincial banks. The Indian Provincial 
Co-operative Banks’ Association co-ordinates the activities of the 
.various provincial banks and supplies them with information about 
the financial requirements of the banks. In short, money flows 
from the provincial bank to the central bank and from the central 
bank to the rural societies and from them to the individual bor- 
rowers. The underlying idea of this financial distributory system 
is that the resources of the society should be made available to 
thousands of small cultivators who need accommodation “thinning 
out the stream of the water collected,” as Mr. Wolff figuratively* 
puts it “sending it in rills over a broad surface, so that irrigation 
may be perfect and reaching every root to be watered.”* The 
question u'hether the structure should not be completed by an All- 
India Co-operative Bank at its apex* has often been considered, but 
we think that when the Reserve Bank is established, the need for 
an apex bank for the provincial banks will no longer be felt, as 
the provincial banks will then be provided by the Reserve Bank 
with all the financial facilities required by them. At any rate we 
see no need for an apex bank for the present. 

159. It has been suggested that as the failure of a provincial 
bank might very seriously affect, if not destroy t the whole co-opera- 
tive movement in the province, it is desirable to transform the exist- 
ing institutions into special registered institutions with part of the 
share capital subscribed by the Provincial Governments. We are 
not in favour of such transformation. We recommend that provin- 
cial banks should continue to be bodies incorporated under the Co- 
operative Societies’ Act. Provincial banks are best suited for link- 
ing up the 20 -cperative credit organization with the general money 
market and commercial banks, and should be managed on 
ordinary business principles with due regard to the special require- 
ments of co-operation. These banks should hot deal directly with 
primary credit societies and should consolidate and strengthen 
their position as financing agencies and balancing centres for the 
central banks. We consider it desirable that the executive head of 
a provincial bank should be a thoroughly trained banker with com- 
petent knowledge of the principles and practice of co-operative 
credit. 


* “ Co operation in India ” by Wolff, page 134. 
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160. This credit structure of co-operative organization is fur- 
ther buttressed by certain forms of statutory control vested in the 
-Registrar, the most important of which is compulsory a unit. The 
Act lays down that the Registrar shall audit or cause to he audited 
by some person authorized by him, by general or special order in 
writing, in this behalf, the accounts of every registered society once 
at least every year ; and that the audit shall include an examination 
of overdue debts if any, and a valuation of the assets and liabilities 
of the society. The audit is, therefore, not a mere examination of 
books and preparation of balance sheets. The full implications of 
this statutory definition of co-operative audit have been expounded 
at length by the Maclagan Committee in paragraphs 91 to 9U of 
their report. We reproduce paragraph 91 : 

“91. The terms of the Act expressly require that the audit 
shall include an examination of overdue debts and 
a valuation of assets and liabilities. By this latter wo 
understand not merely the preparation of the balance 
sheets of societies but also a sufficient check, in accord- 
ance with such rules as the Registrar may lay down, 
of the list of the material assets of the members. 
The audit should, in our opinion, extend somewhat 
beyond the hare requirements of the Act, and should 
embrace an enquiry into all the circumstances which 
determine the general position of a society. It 
would for instance be the duty of the auditor to 
notice any instances in which the Act, Rules, or 
By-laws have been infringed; to verify the cash 
balance and certify the correctness of the accounts ; 
to ascertain that loans are made fairly, for proper 
periods and objects, and on adequate security; to 
examine repayments in order to check book adjust- 
ments or improper extensions; and generally to see 
that the society is working on sound lines and that 
the Committee, the officers^ and the ordinary mem- 
bers, understand their duties and responsibilities.' * 

All-Indta Co-operattve organizations. 

161. To complete the picture we must refer to the Indian Pro- 
vincial Co-operative Banks’ Association and the All-India Co- 
operative Institutes’ Association. The former Association, which 
comprises all provincial banks in its membership, has for its object, 
among other things, the furtherance of common interests, especially 
in matters of finance, legislation and administration. The main 
object of the latter is to promote and extend co-operation through 
the member institutes and to furnish advice and assistance to 
inember institutes on all co-operative questions. We understand 
that the present Co-operative Societies Act does not provide for 
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the registration of societies of an alhlndia character like those 
mentioned above or societies operating over more than one pnrsince. 
We recommend that the Act should be amended to provide for such' 
registration. If this is done and the working of the two 
institutions strengthened so as to make them serve as co-ordinating; 
agencies in the matter of finance and research, we think that it 
will not be necessary to set up another all-Tndia body, e < /., an all- 
India Co-operative Council with admihistrative or controlling func- 
tions as .suggested by the foreign banking experts. 

162. It will be seen from the preceding paragraphs that the 
soundness and stability of the co-operative structure described 
therein depends on the observance of the principles and practice 
of co-operative credit mentioned above, with a realisation that co- 
operation is an organization or method of doing business, cn the 
efficiency of the statutory audit, and on effective internal supervi- 
sion. 


Nature and purposes of advances. 

163. The rural co-operative societies which are worked on the 
basis of mutual guarantee aud on unlimited liability are now 
generally employed as agencies for granting short and intermediate 
credit to agriculturists. This form of credit is dispensed on }>er- 
sonal guarantee and on suretyship. Mortgage security is also 
taken and in some provincial areas like the southern districts of 
the Madras Presidency loans on mortgage of immovable pro- 
perty constitute a considerable portion of the total outstandings. 
The Bihar and Orissa Committee report that the central banks 
and the rural credit societies in the province have generally 
adopted in the last few years the plan of taking collateral security 
in the case of loans above Bs. 200 with the principal object of 
preventing a borrower from mortgaging his property to a money- 
lender. Many Provincial Committees are of opinion that mort- 
gage loans for long periods are unsuitable business for the rural 
credit societies. The evidence of the representatives of the 
Indian Provincial Co-operatvie Banks’ Association and of the pro- 
vincial hanks was much to the same effect. The reasons for this 
view are : (1) the overshadowing of personal credit by mortgage 
may entail a negV.et of co-operative principles, (2) the deposits of 
co-operative societies including central and provincial banks are- 
for short periods and it is unsound finance to utilise them for long- 
term loans, (3) the enquiry and the valuation preliminary to the 
grant of long-term loans have to be entrusted to a trained agency 
controlled by and responsible to some central organization, (4) 
the maintenance of valuable documents and title deeds cannot 
be entrusted to ordinary village societies and (5) when defaults 
occur in the repayment of mortgage loans, the assets of the society 
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become frozen and the obtaining and execution of mortgage 
decrees for the recovery of overdue loans becomes an extremely 
difficult operation. 

Facilities given by co-operative societies for discharging 

OLD DEBTS. 

164. By far the most important question connected with the 
nature of the advances relates to facilities given by co-operative 
societies for the discharge of prior debts. The co-operative credit 
movement in a way owes its origin to the belief that the natural 
development of the progress of the movement will be the eradica- 
tion of the evil of usury and the lightening of the burden of rural 
indebtedness. While the evidence available to us tends to show, 
that rates of interest have come down wherever the co-operative 
credit movement has been successful, there is very little evidence 
about the reduction of total indebtedness through the agency of 
co ojierative credit societies. Indeed the study of Provincial Reports 
leads to the irresistible conclusion that the primary societies, 
central banks and provincial banks are not in a position to finance 
the agriculturists adequately for the discharge of old debts. The 
following is a summary of the position as brought out in the 
reports of the Provincial Committees : — 

(i) Assam . — Rural societies give loans for clearing off debts but 
the practice of . long-term loans from shcrt-teim deposits is not 
commended. 

(ii) Bengal . — Most of the central co-operative banks in Bengal 
grant loans to rural societies for repayment of old debts for three 
years only. A few extend the period to five years and one bank 
only grants loans for as long a period as ten years. There is in 
all no effective check against the purpose of the loans. 

(iii) Bihar and Orissa. — Co-operative societies give loans for 
discharging debt, but the period of redemption in the case 
of those long-term loans has been fixed under instructions from 
the Registrar of Co-operative Societies at a period from two to 
ten years according to circumstances. The limit for the grant of 
long-term loans has also been stated as the total of the central 
bank's paid up share capital, its own reserve, the primary societies’ 
reserves excluding the portion held as shares in the central bank 
and 25 per cent of the central bank’s deposits. The Bihar and 
Orhsa Committee have recommended that the period of repay- 
ment thould never be less than five years in such cases and might 
well be extended to 15 years, and that it would be desirable to 
arrange equated payments so as to cover both principal and interest 
and to let the loan? run through the first one or two years without 
any repayment whatever. The Committee have great doubts 



RURAL FINANCE— CO-OPERATIVE ORGANIZATION. 127 

whether co-operation will ever supply a complete solution by itself 
even after these recommendations are carried out. 

An experiment to redeem debt was made in the Ranchi district 
from 1906 to 1912, confined to the more substantial cultivators 
among the M undos (an aboriginal tribe). It is referred to in para- 
graph 111 of the Bihar and Orissa Report, wherein it is stated that 
the experiment was generally accepted to be a failure. The Com- 
mittee have, however, added that they have had no definite infor- 
mation on the period fixed for individual cases of repayment, and 
that it is impossible to say whether the credit given was sufficiently 
long to enable a reasonably thrifty cultivator to repay out of the 
profits of his holding, including the land redeemed. The ex- 
perience gathered in the course of the Committee’s enquiry has 
demonstrated that most cultivators have to borrow to some extent 
for seasonal needs, and as long as that borrowing is extremely 
expensive the margin for the repayment of debt is greatly 
restricted. 

(iv) Bombay . — The village co-operative societies in Bombay 
advance loans up to Rs. 750 to their members for redemption of 
debt, but the Registrar can increase the limit. Some co-operative 
societies have worked out schemas for redemption of their mem- 
bers’ debt and have been advancing loans for this purpose from 
funds borrowed from central banks. Not much progress has, 
however, been made as the funds at their disposal are short-term 
funds. 

(v) Burma . — Co-operative credit societies, ostensibly lending 
only up to four years and chiefly for crop-loans, have often in the 
past lent where there was no prospect of repayment in four years 
or less, so that really they were giving long-term loans ; a consider- 
able amount has been lent on these conditions and is now irre- 
coverable, and accordingly such loans are no longer given. The 
question of restriction of loans by primary societies to crop-loans 
was considered by the Calverr Committee. Government came to 
the conclusion that co-operative credit need not be restricted to 
crop-loans. They have, however, directed that crop-loans should 
be regarded as the principal business of primary agricultural socie- 
ties and' that, while loans for two or three years should continue 
to be provided, great care should be exercised in the grant of these 
Joans. 

(vi) Central Provinces . — Attempts have been made to discharge 
prior debts by advances through the primary societies. This has 
resulted in the majority of cases in accumulation of overdues. 
The amortisation of old debts was in any case beyond the capacity 
of the financial machinery of the co-operative credit movement. 
It has now been generally recognized that the central banks cannot 
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devote more than a very small percentage of their working capital 
to long-term business. The Committee have recommended that 
long-term loans for repayment of previous debts should be made 
by the land mortgage bank proposed by them. 

tvii) Madras . — Loans can be had from co-operative societies at 
9| per cent, to be repaid within five years. 

(viii) The Punjab . — The only credit agency with a declared 
object of granting loans for the discharge of old debts, is the co- 
operative mortgage bank, which has so far advanced only about 
Rb. 15 lakhs for this purpose. The efforts of the ordinary primary 
societies in this respect have been sporadic and usually insuffi- 
ciently controlled. Though there has been little concerted 
effort, every year large sums are advanced in the ordinary course 
of business for the repayment of old debts. The Committee add 
that last year Rs. 50 lakhs were lent in this way and the experience 
of a large number of primary societies of ten years’ standing 
showed that a very large number of their members were found to 
be free from debt. The Committee recommend that the Registrar 
should consider the possibility of further experiments on more 
cautious lines than hitherto followed. They, therefore, suggest 
that the operations should be restricted to A and B class* societies 7 
that the period of loan should not exceed 5 years, and that experi- 
ments should not be made where there is a mortgage bank, as the 
Committee feel that a mortgage bank is more fitted than a village 
society to make advances of this kind. 

165. We have carefully considered the question whether the 
ordinary credit societies are a suitable agency for supplying long- 
term credit to the agriculturists and we have CDine to the conclu- 
sion that in tbe interests of both the movement and the borrowers 
these institutions should confine themselves to dispensing short and 
intermediate credit the nature of which we have already described. 
Long-term credit can be provided with any degree of safety and 
success only by land mortgage banks, and these we deal w r ith in 
the next chapter. The absence of such a rational system of rural 
finance has seriously interfered with the successful working of co- 
operative credit societies in some cases. 

Rates of Interest. 

166. We may now proceed to summarize the rates of interest 
charged ultimately to the cultivator by the primary societies and 
in order to judge whether these rates are reasonable, we have to 


* Societies in the Punjab are divided into four classes, A, B, C and D, of 
which A and B are efficient financially and more or less fully co-operative, C in 
varying stages of tutelage, and D in various stages of detiay (Punjab Report, 
para. 149>. 
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Jock also into their borrowing rates. The following table gives 
the information in a consolidated form : — 

Rates of interest . 




Primary Societies. 

• 

Central Banks. 

Provincial Banks. 

— 

Ral e charged 
to cultivators 
by Primary 
Societies. 

Rate paid 
on 

Deposits. 

Rate paid 
to 

Cential 
Banks on 
loans. 

Rate paid 
on 

Deposits. 

Bate paid 
to Pro- 
vincial 
Bank on 
loauB. 

Rate paid 
on 

Deposits. 

Rato on 
accommo- 
dation from 
Imperial 
Bank. 


% 

% 

% 

% 

% 

% 

% 

Ajmer-Merwara . 

Generally. 

9 to 13 

4 to 8 

0 to 9 

14to74 


... 


Assam , , , 

If j or 18J 
(Generally 
124 in the 
case of old 
Societies iu 
the Assam 
Valley). 

8 

11 

8 


7 \ 

7 

"Bengal , , , 

74 to 154 

4, i to 0| 

04 to 124 

2 to 84 

7 to 8 

4 to 64 

Bank rate. 

Bihar and Orissa . 

124 to 164 

7 to 9 . 

104 to 124 

44 to 0 

0 

2 to 5 

Bank rate. 

Bombay , , j 

G§ to 124 

' 2 to 8 

6 to 8 
% 

14 to 74 

54 to 8 

2 to 44 

No accom- 
modati 0 ti 
is avail- 
able at 

present. 

Burma . 

15 

6 to 12 

10 

0tO 9 

10 

6 to 74 


Central Provinces . 

Generally 12 

3 to 10 

9 to 10 

3 to 7 

6 to 04 

2 to 54 

7 

Delhi . 


C to 7 

8 to 9 

4 to 04 


... 


Madras # 

9| to 10 ^ 

3 to 04 

74 to 8 

2 to 64 

0 to 04 

2 to 44 

04 (over- 

drafts). 

North West Fron- 
tier Province. 


6 to 7 

8 

1 

44 to 74 


... 


Punjab 

9f to 124 

0to 7 

8 to 9 

5 to 04 

e4 

34 to 54 

Bank rate. 

JJnited Provinces . 

15 

9 

12 

0to 7 

... 

... 

•- 


The service to the Agriculturist. 

167. The working of the co-operative movement and its pre- 
sent capacity and future potentialities to meet the credit needs 
of the agriculturists have been the subject of several important 
enquiries, both of an all-India and provincial character. Soon 
after the passing of the Co-operative Societies’ Act II of 
1912, the Government of India set up a Committee presided 
over by Sir Edward Maclagan, and the report of that 
Committee which was published in 1915 is still a classic on 
the subject of co-operation in India. Recently the Royal Com- 
mission on Agriculture made a fairly comprehensive survey, 
of the movement and made useful recommendations. As 
•already mentioned four provinces have also appointed their own 
-committees of enquiry to examine the progress made by the 
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movement in those provinces and to report on the existing con- 
ditions and future lines of development. These are the United 
Provinces of Agra and Oudh, the Central Provinces, Madras and 
Burma. The several Provincial Banking Enquiry Committees- 
have brought under review the recommendations of most of these 
committees and as far as the information was available, also 
indicated the action taken by' the official and non-official agencies 
on those recommendations. The Royal Commission on Agri- 
culture have summarized the results of the working of the- 
movement in these words: — “The main results achieved may 
be said to be the provision of a large amount of capital 
at reasonable rates of interest and the organization of a 
system of rural credit which, carefully fostered, may yet 
relieve the cultivator of that burden ot usury which he has 
borne so patiently throughout the ages. Knowledge of the co- 
operative system is now widespread ; thrift is being encouraged ; 
training in the handling of money ancl in elementary banking 
principles is being given. Where the co-operative movement is 
strongly established, there has been a general lowering of the rate 
of interest charged by money-lenders ; the hold of the money- 
lender has been loosened, with the result that a marked change 
has been brought about in the outlook of the people 0 . Th< 
Koyal Commission's faith in the potentialities of the movemeiv 
is expressed in these words : — “The greatest hope of the salvatioi 
of the rural classes from their crushing burden of debt rests ii 
the growth and spread of a healthy and well-organised co-opera 
tive movement based on the careful education and systematk 
training of the villagers themselves”. They proceed to say tha 
if co-operation fails the hope of the agriculturist also fails. On i 
consideration of the good and the weak points of the workinj 
of the co-operative organization, the Royal Commission came t< 
the conclusion that “The financial solvency of the movement i 
beyond dispute; it is the working of the societies that i 
defective”. The reports received from the Provincial Committee 
do not show that the financial position of the primary societies ha 
deteriorated in anv way since the Roval Commission reported 
On the other hand in aimost all provinces it is reported that th 
rapidity of expansion of the movement has been suspended with ; 
view to consolidate and rectify the progress already made, to spee 
up recoveries, to reduce over dues and to otherwise strengthen th 
financial soundness and stability of the primary and the centra 
societies. 

168. In ord^r to popularize the co-operative movement in th 
country and to promote a sense of responsibility among the merr 
bers of the society, it is important that the official control that mu 
exists in certain provinces should be slackened. For example, th 
fixing of the limits of the borrowing powers of the societies and c 
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their members and the policy regarding the grant of the loans 
should be left to the central and pro\incial banks. We should 
like to quote in this connection the following extract from the 
resolution of the Government of Burma on the report of the Calvert 
Committee : — 

“It is clearly necessary that Government should take pre- 
cautions about the effectiveness of which there can be 
no doubt against any recurrence of such entangle- 
ment on their part in the financial liabilities of co- 
operative institutions. They desire to lay it down 
clearly therefore that the primary functions of the 
Co-operative Department are education (Recom- 
mendation 4) supervision, ( Recommendation 16) and 
control of audit to the extent stated in Recom- 
mendation 26. They entirely agree with the 
principle stated by the Committee in paragraph 64 
that the financing agencies must be entirely respon- 
sible for loans, deposits and internal working. A 
more controversial point is raised when ihe Com* 
mittee proceed to recommend that the Co-operative 
staff should attempt to advise the financing body 
whether the maximum normal credit limit of a 
society is reasonable 'or not in view of rural conditions 
and that applications for loans other than crop loans 
should be submitted through the Junior Assistant 
Registrar. The suggestion of course is that though 
the responsibility for granting a Joan must rest 
entirely with the financing agency, the advice of the 
Co-operative staff should be at the disposal of the 
financing agency. As at present advised, however, 
though they have not yet arrived at a final conclusion, 
the Government are disposed to feel that even the 
giving of official advice as to the granting of loans 
would weaken the Bank’s sense of responsibility and 
might end in placing the Department in much the 
same relation to the financing agency as that in which 
it was involved in the case of the Provincial Bank, 
and provisionally they are of opinion that Recom- 
mendations 55 and 56 should not be accepted.” 

169. In judging the extent and value of the services of the 
movement to the agriculturist, the two obvious tests that suggest 
themselves are : (1) the proportion of the population whose needs 
are attended to by Ihe co-operative credit agency, and (2) the pro- 
portion of the finance required for agriculture which the co-opera- 
tive movement provides. With reference to the first, the per- 
centage of the population touched by the movement in each pro- 
vince has already been set forth. Regarding the proportion of the 

1 2 
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rural finance provided by the movement, the survey is not 
complete, but some of the provincial committees give a rough idea 
uf the position. For instance, the Bombay Committee have esti- 
mated the financial requirements of the agriculturist in their 
province for the current needs of agriculture at about Rs. 32J 
crores. Out of this, about Rs. 220 laldis only are said to have 
been provided in a year by co-operative organisations. The co- 
operative movement therefore provides about 7 per cent, of the 
finance required for current agricultural needs in Bombay. The 
Madras Committee have made no such general estimate for that 
province but have given certain data from which an estimate 
can be arrived at. In estimating the total indebtedness of the 
province at Rs. 150 crores, they point out that about Rs. 70 crores 
of it represent debt which continues from year to year, i.e., debt 
contracted for the agricultural needs and domestic expenses of 
the cultivator which is repaid out of the annual harvest. The 
share of this sum of Rs. 70 crores which is provided by the co- 
operative movement can be gauged from certain figures which they 
have given for one district, viz., Tanjore. The cost of cultivating 
one crop of paddy in the wet delta area of the district is 
estimated at Rs. 3J crores. Out of this only Rs. 17J 
lakhs are said to be advanced by the Co-operative Credit 
Societies. The Pun[ab Committee have made more inten- 
sive enquiries into the matter. They estimate the current 
needs of the agriculturist to finance cultivation as well 
as cultivators at 52 to 65 crores and point out that only a small 
fraction of it is supplied by Co-operative Societies and that the 
bulk of it is still borrowed from money-lenders. These figures 
are enough to show that the credit facilities now provided by the 
co-operative movement to agriculturists cover but a very small 
proportion of their needs. 

Defects in existing system, 

170. It is not, however, denied that there are several defects 
in the working of the movement, some of them of a grave nature. 
The Managing Governor of the Imperial Bank who offered the 
severest criticism said that, in his opinion, the business of the co- 
operative movement as a whole could not be considered to have been 
conducted in a satisfactory manner* According to him : ‘‘The 
fundamental principle of true co-operation is lacking. Overdues are 
highly excessive. Audit is defective. Control is inefficient , \ The 
Rovai Commission on Agriculture, which as already stated took 
stock of the situation as recently as 1028, also pointed out that 
the “members of societies delay payment even when able to 
repay; understanding of the principles of co-operation and know- 
ledge of the essentials of rural credit are lacking; office holders 
refrain from taking action against defaulters and the spirit of self- 
help is not as prominent as it should be, if the movement is to 
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be a live force in the village. Even where defects are obvious 
and admitted, there is reluctance, as dangerous as it is regrettable, 
to liquidate societies whose condition is beyond remedy”. The 
Provincial Committees substantially endorse these observations, and 
these defects are more or less common to the working of the societies 
in all provinces. The feature of overdues and its evil effects are 
specially emphasized by the Provincial Committees and the figures 
for overdues are given by almost ail Committees. We strongly 
emphasize the need for carefully scrutinising the economic pur- 
pose of the loan and the repaying capacity of the borrower, in 
dispensing co-operative loans. Extensions for repayment should 
be given only in circumstances of exceptional difficulty and any 
tenderness in dealing with defaulting members should be avoided. 
At the same time, w T e desire to emphasize that repayments of loans 
should not be restricted to the same period for all debtors, but 
should be fixed according to the special needs of individual 
borrowers. 

171. It will be seen from these tables that the chief activity 
of the co-operative movement has so far been the establishment 
of credit societies, these being the simplest to be formed and to be 
managed and supervised. The tame has now come to break new 
ground in the larger economic interests of the mass of agricul- 
turists. We are of opinion that provincial Registrars should en- 
courage the development of non-credit societies and register them 
when properly organized. The Royal Commission on Agriculture 
have pointed out the need for the application of the co-operative 
principle in other directions and for educating the people to accept 
the teaching of the agricultural and veterinary experts and pre- 
paring the ground for the adoption of the experts’ advice ; for 
example, if societies for joint cultivation be started under capable 
guidance, a great deal of the cost of cultivation can be cut down 
and there will be a greater possibility of the smaller agriculturist en- 
joying the benefits of any improved marketing facilities. Such socie- 
ties require continuous efforts and in order to ensure their success 
and to propagate the idea it is necessary that the efforts should, at 
the outset, be concentrated in selected, places and the improve- 
ments effected patiently and continuously watched. Again, societies 
which provide manure and seeds or other agricultural requirements 
should in the same way be encouraged, especially as the staff of 
the agricultural departments could not make any substantial 
advance in these directions by their own unaided efforts alone. 
Similarly the piOMsion of implements on hire or on a system of 
hire-purchase offers another useful line of development. The great 
scope for processing societies in rural areas also requires mention.. 
Rice-hulling, cotton -ginning, peeling of grains, praparing milk pro- 
ducts and the like are various methods in which the agriculturist, 
can be helped and his outlook widened- Co-operative societies in 
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Bombay and Madias have already taken to processing with ad- 
vantage and we recommend strongly that the non-official leaders 
of the movement and the officials of the Co-operative Department 
should make special efforts in promoting societies of such special 
types. We have dealt with co-operative sale societies and artisans’ 
societies in later chapters. 


Audit. 

172. As regards audit, in Burma where the Calvert Committee 
on Co-operation submitted their report after the Royal Commis- 
sion had reported, the position is shown to be very unsatisfactory. 
There is evidence before us to the effect that audit in most places 
elsewhere than in Burma is also defective and does not conform 
to the statutory requirements as explained and amplified by the 
Maclagan Committee. 

173. It is of the greatest importance to have an efficient and 
thorough audit in order to prevent bad management and embezzle- 
ment and to inspire confidence of the investing public. The 
existing arrangements vary from province to province and are 
said to he unsatisfactory in most provinces. We draw attention 
to the fact that under the Act audit should include an examination 
of overdue debts and a valuation of the assets and liabilities of 
the societies, which indicates* that more than a mechanical audit 
is required. Audit, supervision and inspection of societies which 
are doRely allied functions are now vested in two and sometimes 
three different agencies, resulting in much ovei lapping of work 
and waste of effort and money. After a full consideration of these 
points, and of the efficiency of the auditing system* in European 
countries like Germany and Austria, we recommend that for the due 
discharge of the statutory functions of audit special district unions 
should be formed to carry out audit, supervision and inspec- 
tion of the societies. The district need not necessarily be an admi- 
nistrative (revenue) district, but it may be an area with a con- 
veniently manageable number of societies which can be affiliated 
to the District Union. These Unions must be registered under 
the Co-operative Societies’ Act and formed of the co-operative 
societies (primary, central, credit and non-credit) in the area of 
the district union. The representation of societies would ensure 
local touch and non-official initiative and enterprise. The regis- 
tration may be withdrawn in case the Union does not discharge its 
duties properly. The staff employed by the Union shall be 
recruited from persons certified or licensed by the Registrar and 
the licence of any employee shall be liable to be withdrawn by 
the Registrar for sufficient cause. There must, however, be no 
interference by the Registrar in the internal management of such 
a Union. There may be specially trained Government officials on 
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the Board of these Unions, which shall consist otherwise of the re- 
presentatives of the affiliated societies, and Government offi<ials may 
also be deputed to serve on their staff. The stall of these Unions 
should however be employed and paid for by the Unions. Besides 
audit, supervision and inspection of the affiliated societies, 
these Unions should also provide practical training to can- 
didates for recruitment to the audit, supervision and inspec- 
tion staff of the co-operative movement. The general work of 
co-opera fc ; ve ethical ion and propaganda, organization of . co-opera- 
tive societies and expanding the movement should be done by the 
Provincial Co-operative Institutes. The staff of co-operative 
organizations should consist of men thoroughly trained from 
bottom to top. It should be a rule that no auditor, supervisor, 
inspector or a higher officer of a Union shall he employed without 
having passed the prescribed tests and through a prescribed 
apprenticeship. There should be close connection between the 
auditing union and the central banks concerned, by interchange 
of important reports and statements on primary societies, leaving 
the central hmks to make such arrangements only for inspection 
as may be necessary to safeguard their financial interests, such 
inspection being not only the responsibility but also the duty of 
the central banks. 

The "District Unions may be federated into a separate pro- 
vincial (Apex) Union or may be affiliated to the existing Pro- 
vincial Co-operative Institutes as a special branch thereof accord- 
ing to local conditions. In the Punjab and in Bihar and Orissa 
the Provincial Institute employs all the audit staff which works 
under Governmental control. The staff of the Apex Union or 
the audit branch of the Provincial Institute shall be non-official 
employees of the Union or Institute. The licensing of the staff 
by the Registrar shall be on the same lines as for the District 
Union. The District Unions and the Provincial Co-operative 
Bank shall be represented on the management. 

The main tasks of the Provincial Union or the Audit branch 
of the Provincial Institute shall be (a) supervision of district 
Unions, (b) audit of central banks and other central associations 
and (c) audit of provincial bank, provincial institute and other 
provincial co-operative organizations such as the Provincial Land 
Mortgage Corporation. 

The expenses of audit of district Unions and of the provincial 
Union or audit branch of the Provincial Institute shall be met 
from the contributions of the affiliated societies (primary and 
central) and subsidies from the Government, which should be pooled 
to form the resources of the provincial Union or Vudit branch of 
the Provincial Institute. 
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Other Defects. 

174, One of the weaknesses of co-operative finance is s^id 
to consist in its inelasticity, dilatoriness and inadequacy. Almost 
all the Provincial Committees have adverted to this weakness in 
the organization and more or less admit its prevalence. One 
result is that the cultivator who is a member of a credit society has- 
to resort frequently to the money-lender as well for accommoda- 
tion. Another result is that a habit has grown up among societies 
of taking up as much as they can from the central banks once a 
year and giving out the money to their members in a lump sum in 
the hope that it may last during the whole year, without putting 
the member to the inconvenience of applying in instalments as* 
need arises, for compliance with such applications is not forthcom- 
ing promptly in many areas. The money received in a lump 
sum is spent as soon as received, and when other needs 
ari&e, money is again borrowed at exorbitant rates from any 
other credit agency available. To a certain extent, it must 
be conceded that the co-operative system cannot be made as 
elastic as the money-lenders* as certain formalities have necessarily 
to be observed; but it has also been admitted by Provincial 
Committees ‘«hai the system of working should not be rigid 
and should be such as can be understood and followed without 
difficulty by a population not very conversant with business 
practice. The remedy that is suggested bv more than one 
Committee, and with which we agree, is the introduction of the 
normal credit system in the societies. This system requires 
a society to fix the credit limit of each member in advance of the 
season and to make arrangements for securing the necessary finance- 
in time. The amount so sanctioned, will he at the disposal of the* 
society, and members will be at liberty to draw as and when 
necessity arises, interest being chargeable on the loan only from 
the time the money is actually drawn. Applications for crop- 
finance can he made and sanctioned in advance. The supervising 
and inspecting authorities should see that these credits are fixed 
by the societies at the proper time and sanctioned by the banks 
without delay. This practice is gaining currency in Bombay and 
Madras. Granting credits on current account and cheque trans- 
actions should also be introduced wherever possible. This would 
to some extent obviate the evils which arise from agriculturist** 
not being able to get promptly the finance required by them. 
The very limited extent to which the co-operative societies can 
afford financial facilities for discharge of prior debts, the most 
insistent of the purposes for which loans are required, has already 
been stated. This incapacity of the existing organizations is-, 
inherent in their constitution and the nature of their resources. 
Long-term credit cannot be forthcoming until land mortgage 
banks are greatly multiplied and it will take some considerable 
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time before this can be done. The present difficulties, it must be 
pointed out, are said to be also due not infrequently to the ineffi- 
ciency or selfishness of many a managing committee and to a 
lack of understanding of co-operative principles by the bulk of the 
members. 

175. One of the main requisites, of agricultural credit is that 
it should not be too costly. From the tabular statement given 
in paragraph 166 it will be seen that credit provided by the 
co-operative organization is still 'much too dear for the 
cultivator in some provinces. This is to a certain extent, 
inevitable, for two or three intermediate agencies, each requiring 
separate margins of working, have to be interposed between the 
ultimate borrower seeking credit and the original lender or 
depositor seeking investment; the primary society, the central 
bank and the provincial bank have each to absorb a portion of 
the difference between the rate of interest at which money ia 
attracted into the movement and that at which it is lent out to 
the ultimate borrower. Under ideal conditions, the rural credit 
societies are expected to attract locally all the capital needed for 
the requirements of the members, preferably from members 9 
deposits out of their savings by tlje practice of thrift. But these- 
ideal conditions are not to be found anywhere. It may be admitted 
that conditions in India fall short of the ideal to a much greater 
degree than elsewhere. Hence the greater necessity for secon- 
dary bodies like the central and provincial banks to attract 
comparatively cheap money from urban areas and to act as financ- 
ing agencies and balancing centres to the primaries. The secondary 
agencies which are themselves constituted on co-operative basis are 
now found indispensable in every province, for it would be impos- 
sible for the agriculturist to get loans even at the present rate of 
interest without the help of these intermediary organizations. 
The point is forcibly illustrated by the tendencies noticed in the 
United Provinces and in Bombay. Tn the United Provinces 
where there is no provincial bank at present, thereby reducing the 
intermediaries, by at least one agency, the need for the establish- 
ment of a provincial bank has been emphasized by the pro- 
vincial Committee. On the other hand, in Bombay where the 
idea that the intermediate agency of the central bank may be- 
partially dispensed with and the cost of running the credit organi- 
zation reduced was tried, the later tendency has been to reinstate- 
and strengthen the central hank. The Bombay Committee 
recommend the conversion of branches of the provincial bank into* 
independent banking unions, provided that the banking union with 
the assistance of the provincial bank should be in a position to give- 
the same facilities to the constituent societies as are obtained by 
them at present and that two-thirds of the societies in the area 
should agree to the conversion. The Bengal Committee disapprove- 
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'of the idea of the central banks being branches of the provincial 
bank. 

176. Various suggestions which have been made for a further 
reduction in the present rates of interest are : 

(1) Punctual repayment of loans by the members of the 
society and effective reduction of overdues, thereby 
making the central and apex banks financially sounder 
and consequently able to get money at cheaper rates. 

(?) deduction of the working expenses of central banks in 
some provinces where they are now unduly high. 
While for instance in the Punjab their working ex- 
penses in ] 928-29 were less than } a per cent, of their 
wtrking capital, in Bihar and Orissa on the other 
hand, the percentage was as high as 2*37. 

(3) Borrowing by central banks at cheaper rates for short 
terms and utilization of urban slack money. 

<4) F.stabhshment of more intimate relations between the 
provincial banks and the central banks so that the 
latter may follow the lead of the provincial banks in 
the matter of the regulation of their deposit rates. 
The provincial banks must be vested with certain 
powers of control and supervision over the central 
hanks, of course with the willing consent of the latter 
•and with due safeguards for ensuring a predominant 
voice to the central hanks in the management of the 
affairs of the provincial bank. 

4 $) A direct tapping of savings by rural societies wherever 
it is possible. 

We commend these suggestions to the Provincial Governments 
find the non- official co-operators for careful consideration. Wo 
consider that if a rural society charges its members a rate higher 
than 12 per cent per annum, it should form the subject of careful 
enquiry by the Provincial Government and the provincial bank 
concerned and steps should be taken to reduce the rate of interest. 

177. It has already been pointed out that the assets of the 
majority of agriculturists are not such as would be accepted as 
suitable security for financial accommodation by joint-stock banks. 
The co-operative organization aims at overcoming this difficulty 
by converting the honesty and thrift of the agriculturist into an 
eligible asset on which he can raise credit. In order that the 
system should work properly, it is essential that a co-operative 
society should eliminate all differences in the status of the mem- 
bers and avoid the danger of the control becoming concentrated 
in the hands of some powerful interests, a tendency which is 
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noticed in some places and commented on by some of the pro- 
vincial committees. The emergence of these phenomena in the 
working of the central banks necessarily leads to undesirable 
results such as the over-financing of societies to keep up dividends, 
♦the maintenance of high interest on deposits and the receipt of 
-superfluous deposits with a view to providing remunerative and 
safe investments to the controlling 'interests, and interference in 
the working of the primary societies in the matter of sanctioning 
loans. The same phenomena in the primary societies tend to the 
interests of the small producer being neglected in favour of his 
more powerful colleagues. The co-operative organization provides 
a most convenient and cheap method of raising finance for 
agriculture only so long as the members of the organization 
appreciate the principles and meaning of co-operation and realize 
the value of their practical application to the daily needs of their 
life. 

178. Besides the defects mentioned above as being more of 
less common features of the movement, the various Provincial 
Committees specify several defects as being more pronounced in 
their provinces. 

(i) Assam — 

(1) Inadequacy and want of trained staff and honorary 

workers and want of banking knowledge among 

directors. 

(2) Frequency of benami loans and defalcations in societies. 

(3) Inadequate provision for fluid resources. 

(4) Co-operative stores allowing purchase on credit largely 

instead of insisting on cash payments. 

(5) Indiscreet extensions of loans. 

<ii) Bengal — 

(1) Lack of training of the official staff. 

(2) Paucity of the inspecting and auditing officers. 

(3) Tendency to make central banks too small. 

<iii) Bihar and Orissa — 

(1) Preponderance of middle-class urban element in the 

direction of policy. 

(2) Mixing up of short and long term finance in the central 

banks. 

(3) High rates of interest charged to ultimate borrowers. 
<iv) Bombay — 

(1) Careful selection of members not universal. 
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(2) Short, intermediate and long terra loans not clearly 
distinguished. 

(v) Burma — 

(1) Excessive tenderness in dealing with members and 

societies that did not repay loans. 

(2) Failure to observe •fundamental banking principles. 

(3) Failure to train the staff. 

(4) General delay in liquidation of bad societies. 

(5) Insufficient connection with the commercial banking 

system of the country, 

(vi) Central Areas — 

Feeling of irresponsibility among its officials and 
managing bodies of central co-operative banks for 
anything that goes wrong. 

(2) Selection of dishonest and highly indebted members. 

(3) Selection of selfish, partial and irresponsible members 

of the managing committees. 

(4) Lavish borrowing by committee members. 

(5) Inadequacy of co-operative stall and absence of hono- 

rary workers. 

(vii) Central Provinces — 
lieeklessness in advancing money. 

(viii) Madras — 

(1) The knowledge of banking in the staff and the directors 

generally inadequate. 

(2) Tendency to mix up philanthropy, business and politics. 

(ix) The Punjab — 

(1) The inefficiency and selfishness of many managing 

committees and the consequent delays in making 
loans. 

(2) Borrowing more than necessary. 

(x) United Provinces — 

(D Accounts not accurately maintained. 

(2) The inclusion of zemindars and money-lenders in the 

societies, disturbing the feeling of equality of status.. 

(3) Absence of a provincial bank. 

179. Wo agres that the co-operative movement is now suffering 
from lack of training on the part of both the official and the non- 
official co-operative staff and we recommend that special steps 
should be taken for their efficient and adequate training. We 
further suggest that endeavours should be made to get trained 
secretaries for the societies. The experience of other countries 
employing in that capacity school masters and retired officials 
residing in villages has been very satisfactory. 
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With a view to avoid the evils of bad management in the rural 
societies, it has been suggested to us that a special supervising 
board should be created in these societies in addition to the 
managing committee or panchayat , and that personal responsibility 
should be fixed on the members of* the managing committee in 
regard to the grant and recovery of loans. We have carefully 
considered this suggestion and we do not approve of it. We are, 
however, prepared to agree that if th<5 panchayat of a society should 
advance loans in excess of the limits prescribed by the by-laws 
of the society or otherwise, they should be held personally liable 
as guarantors of the loan and the rules under the Act should, if 
necessary, be amended accordingly. 

We further recommend that generally speaking central banks 
should operate over fairly large areas with a good number of 
societies affiliated to them, and should not be too small. The 
management of a central bank should be in accordance with busi- 
nesslike and co-operative principles. Full-time secretaries or 
managers of the best character well trained in banking and co- 
operation are essential. 


Relations between co-operative banks and Imperial Bank of 
Indta and other joint-stock banks. 

180. The various provincial banks and central banks have cash 
credit and overdraft arrangements with the Imperial Bank of India 
as shown below' : — 

(ij Bihar and Orissa . — The Provincial Bank has tw r o cash 
credit accounts at Lank rate (one for Rs. 4 lakhs 
against pro-notes of the provincial bank guaranteed by 
the guarantee shareholders and another for Rs. 3 lakhs 
against pro-notes of the central hanks) and an 
arrangement for overdraft for Rs. 2 '85 lakhs also 
at bank rate secured by Government paper. 

(ii) Bombay — The provincial bank had a cash credit of 
Rs. 8 lakhs which was curtailed 2 years ago and has 
now been completely stopped. 

(hi) Burma . — Some central banks had arrangements for 
advances against Government paper as well as socie- 
ties’ pro-notes. The total of advances is only Rs. 2 
lakhs actually given plus Rs. 1 lakh for which arrange- 
ments are practically complete. 

<iv) Central Provinces . — The provincial bank had cash credit 
up to Rs. 4 lakhs against societies’ pro notes but this 
has recently been withdrawn. Central banks at 
several places get advances on the security of Gov- 
ernment paper. 
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(v) Madras. — The Madras Central Urban Bank and the 

central banks are granted cash credits on the secu- 
rity of rural credit societies’ pro-notes both for the 
purposes of granting short-term agricultural Joans 
and for being utilized as fluid resources. The credit 
so made available was at a flat rate of 6J per cent. 
The Imperial Bank of India has recently notified its 
intention to discontinue the accommodation for fluid 
resources on the security of agricultural societies’ pro- 
notes and it has required the substitution in 5 years 
at the rate of 20 per each year, of Government paper 
in place of societies’ pro-notes. The rate of interest 
is no longer a fixed one but is the fluctuating bank 
rate. During the last two years two-fifths of the 
accommodation for fluid resources on co-operative 
paper has actually been withdrawn. 

(vi) The Punjab . — All central institutions have overdraft 

facilities against Government paper, used almost 
entirely for the purpose of repaying deposits and 
hardly at all for lending to primary societies. 

The following statement gives the total amount of advances to 
co-operative banks by the Imperial Bank of India as on the 31st 
December 1928. 




Limit of credit. 


Province. 


Against 
Government 
and other 
authorized 
securities, etc. 

Against the 
borrower’s 

D. P. Notes 
and D. P. 
Notes of 
Rural Credit 
Societies. 

Total. 

Bengal . • • 


33,3 1, 525 

2,10,000 

35,44,525 

Bombay .... 


8,31,750 

4,00,000 

12,31,750 

Bihar and Orissa , 


2,86,000 

0,00,000 

8,85,000 

Burma ..... 


29,72,410 

] ,00,000 

30,72,410' 

Central Provinces . 


6,00,000 

2,00,000 

8,00,000 

Delhi 


7,80,612 

• • 

7,89,612 

Madras .... 


21,71,900 

54,16,000 

75,87,900 

Punjab . 


83,41,781 

3*66,262 

87,08,043 

United Provinces . 


20,600 


20,600 

Total 


1,93,47,578 

72,92.262 

2,66,39,840 
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181. The policy of the Imperial Bank of India in regard to the 
grant of financial assistance to some of the provincial and central 
co-operative banks seems of late to have undergone a definite 
change ; and it is stated that it shows to-day a much smaller 
measure of readiness to help them than it used to do in the past* 
From the evidence received it appears that the Imperial Bank of 
India is propart it to continue the accommodation hitherto given 
against societies’ pro- notes so long as suen rceommodation 
is required for short-term agricultural loans. An application 
made by the Madras Central Urban Bank this year for such 
accommodation and supported by the Registrar was, however* 
rejected by the Imperial Bank. In so far as the accommodation is 
utilized for the purpose of fluid resources, the Imperial Bank 
insists on the replacement of the pro-notes of societies by Govern- 
ment promissory notes. The object of the Bank in taking this: 
step is said to be to induce the co-operative banks to build up 
fluid resources within the movement itself and not depend on 
outside sources of help, for it may not always be possible- 
to depend on the Imperial Bank in a time of crisis as that 
may happen to be a time when the Imperial Bank itself may 
find it necessary to guard its own fluid resources. The* 
Imperial Bank has also indicated two other objections to 
the present system, viz . , (1) that 'the value of the security depends 
on the sound working of the primary societies, and the complaints 
received of enormous overdues and inefficient audit and control 
show that all is not well with the primary societies everywhere ; 
and (2) that the security afforded by societies’ pro-notes is not in 
the long run a first class and desirable security as in the last resort 
any sales by the Imperial Bank of land of the cultivators which- 
is the ultimate backing to the societies’ paper will not be a practical 
proposition and may be politically undesirable. The view of the- 
co-operators on the other hand is that there is nothing more secure 
than rural societies’ paper, backed as it is by the joint and unlimit- 
ed liability of the members, which is a real and a powerful factor 
in co-operative credit ; that in practice the central and pro- 
vincial banks accept as collateral security and transfer to- 
the Imperial Bank only the pro-notes of good societies and of 
short maturity ; that the conditions* which regulate the overdrafts 

*The conditions are; — 

(i) As a general rule, the amount of the cash credit is not allowed to' 
exceed the owned capital of the central bank concerned. (It is 
. much less in practice under the existing arrangements). 

(ii) The actual value of the collateral securities furnished should be in- 
excess of the cash credit sanctioned by at least 33^ per cent. 

(ii*) central hank should forward to the Imperial Bank every 

quarter a list of promissory notes lodged as collateral securities 
showing the amount outstanding on each promissory note together- 
with a certificate to the effect that the promissory 'notes lodged a 3 
collateral securities are in order. The list and the certificate are* 
verified every half-year by the Deputy Registrar concerned, and 
the certificate of each verification is forwarded to the Imperial 
Bank through the Registrar. 
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»re very stringent ; and that ultimate recourse to land sales to liqui- 
date such paper will generally not arise and that the risk is there- 
fore imaginary. Co-operators further urge that the maintenance of 
fluid resources means cost and that if such cost is to come from 
the income of the co-operative banks, the margin of their profits 
will be considerably reduced and the attempts at further reduction 
of rates of interest to agriculturists will fail. The ultimate result 
therefore of r the action of the* Imperial Bank will probably be to 
make money dearer to the agriculturists. It is also pointed out 
that the entire limit of credit hitherto allowed to all the co- 
operative banks in India on the cover of societies’ pronotes is no 
more than Its. 73 lakhs, part of which was used for short term 
loans and the rest was mdfetly left undrawn to serve as fluid resour- 
ces. This was a comparatively small sum for the Imperial Bank 
with its large resources. Moreover, as the Bank enjoys the benefit 
of the large free balances of Government there is a moral obligation 
■on the part of the Bank to finance the agricultural co-operative 
societies and if any change in the existing arrangements is at all 
called for, it is in the direction of turning that moral obligation 
into a contractual guarantee or a statutory liability. We have 
discussed this matter fully with Sir Osborne Smith, Senior Manag- 
ing Governor of the Imperial Bank of India and we emphasized 
in our discussion the importance of these facilities being generously 
given on proper co-operative paper satisfying the standards pre- 
scribed by the Bank. We are glad to note that Sir Osborne 
Bmith has assured the Committee that if the co-operative banks 
offered as security only Hie paper of A and B class societies,* the 
Imperial Bank of India would be prepared to give the matter 
■serious and sympathetic consideration. We desire again to 
emphasize the importance of these facilities to the co-operative 
movement. We feel that the change of policy to which we have 
referred is unfortunate, especially at a time when the cn operative 
movement is growing in vitality and is extending the scope of its 
usefulness towards the social and economic uplift of the rural 
population and when its financial needs are therefore likely to 
increase rapidly. 

182. Complaints have also been received about the difficulties 
raided by the Imperial Bank of India in regard to the free remit- 
tance of hinds by co-operative banks. The Government of India 
have held the view that buying and selling of remittance for other 
than .'*o -operative purposes, is not consistent with the principles of 
co-operative banking and have ordered that remittance transfer 
receipts for bona fide co-operative purposes may be issued if the 
co-operative banks certify that the transfer is for co-operative 


* Fot classification of Societies into A, B, C end D t see Appendix IT 
Townsend Report, page 147. 
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purpose. It has been stated that even the certificates of co- 
operative banks to this effect are not accepted by certain branches 
of the Imperial Bank, and it is urged that ihis attitude is uncalled 
for and unjustifiable. The action taken by the Imperial Bank in 
the matter has been justified by its # Managing Governor m his 
evidence before us as warranted in the interests not only of the 
Imperial Bank but also of the Indian joint-stock banks which do 
not enjoy the facility of free transfers. lie thinks it is irregular 
for co-operative banks subsidized by the tax-payer to the extent 
of the cost of the Co-operative Department and exemption frosm 
iucome-tax, to compete in ordinary banking business with com- 
mercial banks which have no such advantage. We consider that 
free remittance of funds for co-operative purposes is of the utmost 
importance to the co-operative movement and that no attempt 
should be made to curtail the privileges under the rules of the Gov- 
ernment of India in this matter. As regal ds remittance facilities 
for other than co-operative purposes we recommend that co-opera- 
tive banks should be entitled to the same privileges as joint- stock 
banks. We may in this connection invite attention to the follow- 
ing extract from the memorandum of the foreign banking experts 
on Commercial Banking with which we whole-heartedly agree : — 

“The co-operative movement in spite of imperfections and 
of unavoidable setbacks deserves every possible assist- 
ance from all quarters, because there is no better 
instrument for raising the level of the agriculturist of 
this- country than the co-operative effort, and a strong 
appeal to the banking interests of Ihe country to 
assist this movement seems not at all out of place. 
The Imperial Bank particularly ought to continue and 
to increase its endeavours to supplement the present 
organization of co-operative credit with expert advice 
in a business spirit and with financial assistance ’* 
183. It lias been brought to our notice that the Imperial Bank 
has withdrawn the cash credit in the case of the Bombay Provin- 
cial Bank even against Government paper because under the Pro- 
vincial Bank’s debenture trust deed, the trustees have a floating 
charge on all the general assets of the bank. The Royal Com- 
mission on Agriculture held the view that in the absence of special 
conditions a simple floating charge does not prevent the assets 
from being pledged as cover for loans from, or overdrafts with, the 
Imperial Bank. The Managing Governor of the Imperial Bank, 
has, however, pointed out that the debenture trust deed is not 
free from special conditions, vide the prohibitory clause against 
subsequent charges contained in paragraph 6 of the deed. He 
has reported that the Imperial Bank’s decision was come to after 
obtaining legal advice on the point and that the proper course for 
the Bombay Provincial Co-operative Bank is to amend their deben- 
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ture trust deed in such a way as to cause the security offered to 
the Imperial Bank to rank prior to that created under the deed. 
While we agree that the trust deed might require to be amended 
so as to remove the special conditions referred to above, we do not 
think that in this case the authorities of the Imperial Bank are 
justitled in demanding that the security offered to them should 
rank prior to that created under the deed. 

184. Our colleague, Mr. G. K. Devadhar, does not wholly agree 
with the conclusion in the preceding paragraph. He holds that the 
Imperial Bank of India is putting too technical and narrow an 
interpretation on the debenture trust deed of the Bombay Pro- 
vincial Co-operative Bank, which is not borne out by the authori- 
tative legal opinion and current banking practice. He holds that 
(1) the debenture deed is of the essence of a floating charge on 
the general assets, for the time being, of a going concern, which 
remains dormant until the undertaking charged ceases to be a 
going concern or until the person in whose favour the charge is 
created intervenes; (2) until such intervention, the body ooncerned 
has a free hand to dispose of assets, such as those represented in 
the presert instance by ‘agricultural paper’ or Government securi- 
ties, in the ordinary course of its business and the institution is 
at liberty to create specific mortgages ranking in priority to the 
floating charge : (3) with the development of banking and the 
proper appreciation of the legal significance of a floating charge, it 
is not the praclice now to insist, as used to he not uncommon 
previously, on provision being made in debenture trust deeds 
specifically empowering companies to deal freely with their assets 
in the ordinary course of their business; and (4) accordingly the 
Imperial Bank of India may well be requested and again appro- 
ached to reconsider its decision in the matter of allowing such 
credits to ihe Bombay Provincial Co-operative l5ank. In view of 
the fact that the trust deed of the Provincial Co-operative Bank 
contains a special condition that the bank cannot create any subse- 
quent mortgage which will rank pari passu or prior to the charge 
created in favour of the debenture-holder, the rest of the Com- 
mittee feci unable to go beyond the recommendation they have 
made in the preceding paragraph, until the legal position arising 
out cf the special condition referred to is cleared up by a competent 
legal authority acceptable to both parties to the dispute. 

185. As regai ds the relations of co-operative banks with other 
joint-stock banks, no serious complaints have been made by joint- 
stock banks of unfair competition. In fact, their respective 
spheres of activity are so widely apart that there does not exist 
at present scope for a close competition between them. There iB, 
however, a feeling that in the matter of deposits the co-operative 
banks with the help of Government assistance and prestige are 
competing unfairly. But figures furnished by various Provincial 
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Committees tend to show that the allegation of unfair competition 
is not well founded. For example, the deposit rates of co-operative 
banks in Bihar and Orissa, where rates are higher than many other 
provinces, compare as follows with the joint-stock banks’ rates : — 


Banks. 

i 

Current ! 
account. 1 

i 

| 

Savings 

bank. 

Fixed deposit 

1 year. 

Imperial Benk ... 

nil. 

3 per cent. 

3i per cent. 

Provincial Co-op native Bank 

2p'r cent. 

4 

4i . „ 

Orissa Co-operative Central Banks 


4 

7 

Other Co-operative Central Banks 


4 „ 

5 

Orissa Joint-Stock Banks 

• . . 

3i ♦ t 

7J ,, 

Other joint-stock banks 

2 — 3 per cent. 

3|-4 „ 

5—6 


Moreover, at present the amount of deposits whbh the central banks 
accept are limited, and the rates of interest offered for them are 
not likely to he higher than the lending rate of the provincial 
banks which is mostly G per cent, for no purpose will be served 
by attracting dearer local money when cheaper money can be had 
from the provincial banks. Generally speaking, it is, therefore, 
doubtful if there could be any serious competition between them 
and the joint-stock banks. The Secretary and Treasurer of the 
Imperial Bank of India at Calcutta has himself admitted this before 
the United Provinces jCommit tee. 

The Madras Committee have pointed out that there is one direc- 
tion in which there is some competition which is hound to grow in 
future. It is in the matter of produce loans. It has not reached 
an acute stage yet ; but the co-operative banks cannot in the end 
fail to affect the lending business of other institutions so far as it 
relates to loans against produce. But the Committee add that the 
extension of the co-operative activity in this sphere is in the ulti- 
mate interests of the cultivator to whom it would secure with more 
certainty and in a much larger measure the profits of agriculture. 
We consider that loans against produce to the members of co- 
operative societies are of great economic benefit to the cultivators 
and we recommend that such loans should be encouraged subject 
to storage accommodation being available and subject also to the 
provisions of the by-laws of these societies. 

186. The Managing Governor of the Imperial Bank of India in 
his evidence suggested that co-operative banks should confine their 
activities to co-operative banking and should not be allowed to com- 
pete in other forms of banking with commercial banks and 
indigenous bankers. They do not compete at present to any great 

K 2 
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extent, but he referred to the considerable body of opinion among 
those interested in the movement which wanted co-operative banka 
to undertake all forms of banking. lie expressed the opinion that 
co-operative banks have not the necessary knowledge or organiza- 
tion safely to undertake the business. The forms of banking he 
had in mind were opening of current accounts, purchase of drafts 
and sale of remittance. Co-operators, specially those from Bom- 
bay, disputed his statement about the want of knowledge and 
business capacity of co-operative banks to do these items of busi- 
ness. We have already recommended that granting credits on 
current account and cheque transactions should be introduced in 
co-operative institutions wherever possible. As regards remittance 
business' we do not desire to place any restrictions on the activities 
of co-operative societies, but we have recommended that the special 
facilities for free remittances . granted by the Government should 
be restricted to remittances for co-operative purposes only and that 
in regard to other remittances the co-operative banks should be 
given the rates enjoyed by the joint-stock banks. 

187. In connection with the relations between the co-operative 
banks and the other banking institutions, a question is often raised 
as to the ultimate relations of the Government with the co-operative 
movement. The Managing Governor of the Imperial Bank of India 
has stated in his evidence that the credit which the co-operative 
movement enjoys in the money market is chiefly based on the 
connection of Government with the movement and the impli- 
cations of that connection have not, so far as he knows,, 
been clearly defined. As pointed out by the Central Areas Com- 
mittee, in theory the co-operative department of Government is 
responsible for nothing except propaganda and audit, but in 
practice the responsibility actually goes much further. It is 
suggested that the undefined responsibility of Government is 
perhaps the reason for co-operative banks in Madras being required 
by the Registrar to have dealings only with the Imperial Bank for 
purposes of cash credits and overdrafts. When the Central Pro- 
vinces provincial bank suspended payment in 1920-21, 24 out of 
34 central banks were compelled to seek financial assistance from 
Government which arranged to provide sums to be utilized in giving 
loans to members of societies on the guarantee of the societies as 
corporate bodies on behalf of their members. The gesture was 
interpreted by the public as an implied Government guarantee of 
the solvency of the banks and it did more than anything else to* 
restore the confidence of the. depositors. The financial solvency of 
the provincial bank was restored in 1923. In Burma, where the- 
movement has practically collapsed, the Government has taken 
the responsibility to attempt the salvage. The collapse of the 
provincial bank had to be averted by an overdraft which the 
Imperial Bank allowed it on the guarantee of Government. Gov- 
ernment has in fact undertaken to contribute a sum of Re. 35 
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lakhs to repay all its depositors in full, and this is estimated to be 
sufficient for the purpose. On the whole, the position is that 
ordinarily the Government does not at present assume any financial 
responsibility m case of failure of any co-operative organization. 
We recommend that when the movement requires Stale aid in any 
exceptional circumstances as in the case of Central Provinces and 
Burma in the past, it should continue to render such assistance as 
may in its opinion be necessary. Bflt in the interests of the general 
taxpayer and to encourage self-help and self-reliance in the co- 
operators themselves, we would suggest that the Slate aid should 
be of a temporary nature, sufficient to enable the societies to 
tide over the crisis. 

188. So far as the indigenous bankers and money-lenders are 
concerned, co-operative societies have seriously competed with them. 
The Punjab Committee have broadly summarized the position of 
the indigenous banker in the following words: '‘The indigenous 
banker has found it impossible to compete with the Imperial Bank 
in remittance, with the co-operative banks in deposits, and the 
joint-stock banks in advances. With deposits it is less a matter 
of rates than of confidence. His rates, 3 to 6 per cent., are not 
very different from those of leading co-operative banks, but he 
does not, and cannot inspire as much confidence as banks whicli 
are under the aegis (thougli not under the management) of Govern- 
ment. He has felt their competition the more keenly inasmuch 
as like them he draws most of his depositors from the official and 
professional classes.” This has not, however, embittered their 
relations. Many indigenous bankers are directors of co-operative 
banks. Some of the bigger bankers have also placed money on 
fixed deposit with co-operative banks, A few act as treasurers and. 
keep cash balances of the bank in current account with themselves. 
In many cases, co-operative banks depend for their very existence 
on the help and support received from the indigenous bankers and 
are even sometimes run by them. We look forward to the con- 
tinuance of these relations in the future. 


Present adequacy of funds and future needs. 


189. In recent years the co-operative movement in most pro- 
vinces has had more money than it could utilize in advances to 
borrowers. We give below certain figures relating to provincial 
banks which bear out this statement : 


Provincial Bank. 


Bengal , 
Bombay 

Bihar and Orissa 
Central Provinces 
Madras . 


Amount invested 
in Government 
Securities. 
(Rs, in lakhs.) 
54 
49 
15 
72 
53 


Date. 


31st December 1928* 
31st March 1929. 

15th November 1928, 
3^th June 1929. 

30th June 1929, 
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But during the last Bix months or so, owing to the fall in prices 
of agricultural produce, the resources of some of the provincial 
banks have proved inadequate to meet the requirements of the 
societies and advances have been given by or asked for from Pro- 
vincial Governments. We recommend that when a Provincial Gov- 
ernment is satisfied that for meeting the needs of the movement 
in exceptional cu cum stances, or for the development of the agri- 
cultural industry, it is necessary to make loanable capital available 
to the co operative banks, the Provincial Government with the 
concurrence of its legislature should place at the disposal of the 
movement such loans as may be necessary 10 meet the require- 
ments. Such funds shall be placed at the disposal of the provincial 
banks to be loaned out to central banks and primary societies. 

We further recommend that contributions from Government 
funds to the expenses of the co-operative movement in backward 
tracts and afhong the backward classes should be continued and 
ncreased. 

Certain demands of co-operative banks. 

190. The Co-operative Banks have put forward a claim for the 
following concessions : — 

(1) Placing on a footing of statutory or contractual guarantee 

the financial facilities at present enjoyed by the co- 
operative banks at the hands of the Imperial Bank 
of India and the provision of finance on more favour- 
able terms, and for, longer periods, titan at present. 
Loans for periods of over twelve months, but not 
exceeding twenty-four months, should be granted, on 
pro-notes or on bonds of provincial banks, at bank 
rate with fixed instalments for repayment ; and short 
term leans for periods of 12 months and under should 
be granted on promotes at 1 per cent below the bank 
rate. 

(2) The grant to co-operative banks of each credits for agri- 

cultural operations and the discounting of their bills 
of exchange. 

(3) The recognition of approved co-operative central banks 

in areas where the Imperial Bank of India Iras no 
branches, as agencies for the management of Govern- 
ment sub-treasuries. 

( 4 ) The recognition of inland exchange business as a legi- 

timate part of the operations of the co-operative 
banks ; and the grant of further facilities for transmis- 
sion of funds through the treasuries, particularly in 
ialuka towns, with a view to encourage the opening 
of urban banks and branches of provincial or central 
hanks at these centres. 
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(5) Provision of cheap capital for the acquisition or con- 

struction of godowng in rural areas in order to en- 
courage the marketing of agricultural crops financed 
on co-operative basis. 

(6) Exemption to co-operative societies from payment of 

income-tax on earnings from investments in public 
securities or land mortgage debentures 

191. In regard to items (1) and ( ? 2) in paragraph 190, we have 
made in a previous paragraph certain recommendations regarding 
the facilities to be granted by the Imperial Bank of India to co- 
operative banks. Those recommendations are intended to cover 
the period before the establishment of the Reserve Bank of India. 
When this latter institution is established, we intend that provi- 
sion should be made in the Reserve Bank Act itself for linking up 
the co-operative banks with the Central Bank of the country and 
for making the provision of agricultural finance one of the func- 
tions of the Reserve Bank. This matter will be dealt with more 
fully later on in chapter XXII. Broadly speaking, the Reserve 
Bank Act sl.ouM make the following provisions : — 

(i) The provincial co-operative banks should along with joint- 

stock banks be included in the list of member banks 
and entitled to rediscount facilities from the Reserve 
Bank. 

(ii) The Reserve Bank should be authorized to rediscount 

agricultural bills drawn or issued for the purpose of 
financing seasonal agricultural operations or the 
marketing of crops, and in order to meet the special 
conditions of agriculture in India these bills might be 
such as mature within 9 months from the date of their 
r* discount by the Reserve Bank. 

(iii) Although in the interests of the liquidity of the Reserve 

Bank’s assets it would be necessary to prescribe , a 
maximum limit for the amount of agricultural bills 
rediscounted by the Reserve Bank, the fixation of 
the limit should take into account the requirements 
of agriculture and avoid the danger of making the 
provision nugatory. 

(iv) Toe Reserve Bank should also be authorized to make 

loans and advances repayable on demand or on the 
expiry of fixed period not exceeding 90 days on the 
security of agricultural paper endorsed by the pro- 
vincial bank. 

(v) The Reserve Bank should be given power to make loans 

and advances on the security of movable goods, wares 
and merchandise, besides warehouse warrants or 
warehouse receipts representing the same. These 
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powers would enable the Reserve Bank to ensure. the 
supply of cheap and adequate credit to agriculture. 

192. As regards item (3) in paragraph 190 we agree that it 
might possibly enhauce their status if co-operative banks were 
entrusted with the management of sub-treasuries. But we do 
not think it advisable to entrust this work to co-operative banks 
in the present state of the working of the movement. We think 
that for some lime to come - co-operators will oe well advised to 
turn all their energies to strengthen their present position by giving 
effect to the various measures that we have recommended, and that 
they should not attempt to take up additional work which lies out- 
side the sphere of co-operation. We are, moreover, doubtful if 
the existing staff in the banks is capable of undertaking the sug- 
gested management of Government sub- treasuries. 

193. As regards item (4) in paragraph 190 we have already 
indicated the extent to which the State should assist the co-opera- 
tive movement for the supply of free remittance facilities. At 
present the Imperial Bank of India provides remittance facilities 
to joint-stock banks between places where these banks have 
branches at special concession rates which are half of the rates 
charged by the Bank to the public. Our recommendations in a 
previous paragraph that these concession rates should also be ex- 
tended to co-operative banks will only cover the period before the 
establishment of the Beserve Bank. Thereafter the provincial bank, 
in view of its position as a member bank in the Reserve Bank 
system, will automatically be entitled to any special concession 
which the Reserve Bank might offer to its member banks. We 
do not recommend any further concession beyond those suggested 
above. 

194. We are in full sympathy with demand No. (5) for the 
provision of cheap capital for the acquisition or construction of 
godowns in rural areas. We shall deal with this point a little 
more fully in connection with the co-operative sale societies. 

195. There remains only the question of exemption from in- 
come-tax. The profits of the co-operative societies are already 
exempt from income-tax but they are not exempt from super-tax. 
The Bombay Co-operative Societies' Act provides for exemption from 
payment of super-tax by the issue of a notification by the 
Government of India, and the Bombay Committee observe that they 
find no valid grounds for recovery of super-tax from co-operative 
societies. We agree that the profits of co- operative societies should 
be exempt from both income-tax and super-tax. The position in 
regard to income from Government securities stands on a different 
footing. Income from Government secuiities is not now treated 
as part of the profits of the business of co-operative banks. There 
is some dispute as to the exact intent and meaning of the existing 
Government Notification on the subject. The co-operative banks 
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contend that the Notification covers the income from Government 
securities also. This is a matter of pure legal interpretation and 
if the Notification covers such income, there is nothing further 
to be said. On the assumption that it does not cover the 
income from securities, representatives of the co-operative orga- 
nizations have put forward a strong claim for the exemption of 
such income from the levy of income-tax. Their main conten- 
tion is that they are required to. invest their reserve funds in 
approved securities and also to maintain a certain proportion of their 
funds in Government securities for the purpose of fluid resources, 
that it is not possible at any particular time to state what exact 
amount is required for the purpose from day to day and that it is 
therefore unfair that such investments should be taxed at the 
source and treated as if the interest earned was income derived 
from business that lay outside the legitimate operations of co- 
operative banks. 

196. Several Provincial Committees have supported this claim 
for exemption. When it was pointed out to the representatives 
of the co-operative banks that their claim could not reasonably be 
extended beyond the investments absolutely necessary for fluid 
resources and for the investment of reserve funds, they admitted 
the force of this contention. We recommend the exemption of 
co-operative societies from payment of income-tax and super-tax 
on earnings from investments in public securities or land mortgage 
debentures to the extent such investments are necessary for the 
purpose of their fluid resources and for the investment of reserve 
funds, as prescribed by the rules. Our recommendation is, how- 
ever, based on the understanding that the co-operative banks will 
pass on the benefit of this concession towards the improvement of 
the position of the agriculturist. 



CHAPTER X. 

RURAL FINANCE — contd. 

Land Mortgage Banks. 

197. We have referred in Chapter VI to the nature of long- 
term credit required by the agriculturist, the substantial periods 
for which such credits are required, and the almost unlimited de- 
mand for it. Ordinary commercial banks and moneylenders cannot 
afford to tie up their capital for such long periods nor to recover 
the loans in small driblets out of the earnings or savings of the 
borrower. Hence arises the need for special types of credit institu- 
tions generally called land mortgage banks. 

Different types of Land Mortgage Banks.* 

198. Land mortgage banks are of various types and differ 
widely in their features in different countries. When we deal with 
co-operative organizations or land credit associations, it is well to 
remember that the organizations in other countries whose features 
we have copied in some measure have sprung up more as 
practical solutions of peculiar local difficulties and were not 
conceived at their inception as embodiments of any definite 
economic theories. So, in determining the type that suits us- 
most, we must not proceed on mere a priori grounds or the inherent 
merits of any particular type, without regard to the peculiar needs 
of Indian rural economy and social and political conditions. Land 
mortgage banks may be classified in different ways on different 
principles. According to one basis of classification they may be 
co-operative , non-co- operative, or quasi-co-operative . The co- 
operative type is represented bv the Prussian Farm Mortgage 
Mutual Credit Associations which are associations of borrowers. 
They have no capital. They endeavour to keep the rate of interest 
low and do not aim at profit. Each member pays a small entrance 
fee to meet the necessary expenses, initial cost of land valuations 
and other incidental charges. Credit is created by the issue of mort- 
gage bonds bearing interest and made payable to bearer, and these 
bonds are regarded as perfect types of secure investment and are 
quoted on the Exchanges throughout Germany. These Land- 
schaften are now combined into a ‘Central Landschaft’ which 
exercises the function of a central co-operative organisation. The 
Federal Farm Loan Banks of the United States of America are 
also illustrative of the ^o-operative type. The non-co-operative 

* W© ore indebted to Herrick on “ Rural credits ”, Mormon ^n ** Frnciples 
of Rural credits”, Strickland’s Studies in Europopn Co-operation, the 
Report of the Baroda Land Mortgage Bank Committee, 1 924-25, and the Reports 
of the various Provincial Committees for a great deal of the matter in this 
chapter. 

(154) 
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type is represented by the numerous commercial and joint-stock 
land mortgage banks working all over the Continent of Europe. 
They work for profit and declare dividends, but the State exercises- 
some measure of control over their operations in order to ensure 
that they do not cause hardship to borrowers and that they fulfil 
their obligations to their investors or debenture holders. They 
are based mostly on the French model of Credit Fonder de France . 
The Agricultural Bank of Egypt is' also illustrative of the non-co- 
operative type. In between these two types, there are institutions 
which combine co-operative and commercial, ideals in varying pro- 
portions and are thus of a quasi-co-operative character. Associations 
with membership of borrowers and non-borrowers, operating over 
fairly large areas and formed with share capital and on a limited 
liability basis, but in which each member has a single vote irres- 
pective of his share capital and the dividend on share capital is 
fixed at a low figure, may be taken as illustrations of the quasi-co- 
operative type, of which the Hungarian Land Mortgage Institute 
for large land owners and the National Small Holdings Land Mort- 
gage Institutes for small owners are examples. 


The type that suits India. 

190. What is the form of land mortgage bank that suits India 
best? The answer to this question depends partly upon the class 
of person whose long-term credit needs are to be served. The 
commercial land mortgage bank may perhaps be better suited to 
finance big landlords or zemindars. So far as relief to small agri- 
culturists and owners of small holdings is concerned, the co- 
operative tjpe is the most suitable. The poor ryots with small 
holdings cannot secure credit except through organizations based 
on mutual association and guarantee, and the co-operative land 
mortgage bank is a legitimate application of that principle, The 
funds of such a bank can best be raised only on the collective 
guarantee of the properties mortgaged by the members. It follows 
that the members who thus create the credit should have a voice 
in the management of their bank on well recognised principles of 
democratically controlled co-operative institutions. Agriculture 
will remain for a long time to come, in India, an individual effort 
or a family effort at best ; but for specific purposes, associated 
effort of agriculturists can be and ought to be organized. The 
schemes adopted and worked in the Punjab, Madras and Bombay 
as well as in Assam and Bengal are in a sense of the co-operative 
type. In other provinces, there is as yet no action in the field of 
land mortgage hanking. 

200. Strictly speaking, however, the type which is in vogue in 
India is of the quasi-co-operative variety, because nowhere in India 
has it approached the fully co-operative type, although there are 
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substantial elements of the co-operative theory and practice in all 
of these banks. This will be evident from the detailed description 
of the land mortgage banks in different parts of India in the Pro- 
vincial reports. They are conceived as limited liability associa- 
tions of borrowers with a few non-borrowing individuals thrown in 
for attracting initial capital as well as the business talent and 
organising capacity needed to make the management efficient. 
The number of shares owned by the members is limbed; 
the rule of ‘one man, one vote’ irrespective of the share 
capital subscribed by them, is generally adopted; dividends 
are restricted to a low figure and the goal of gradual elimination 
of non-borrowers is kept in view to impart a co-operative 
spirit into them. The fact however remains that the work 
of a mortgage bank “is recognised on all hands to be extremely 
impersonal as devoid of the human element as possible”,* and 
that the human and personal elements which are the chief charac- 
teristics of the Raiffeisen type of societies cannot be infused into 
them in any appreciable measure. While mutual knowledge of, 
and control over, one another among members is the insistent 
feature in the case of the unlimited liability credit society, the in- 
sistence in the case of a land mortgage credit society with limited 
liability is on the capacity and business habits of the directorate, 
in order to ensure sound valuation of security, careful investigation 
of titles, correct assessment of borrowers’ credit and repaying 
capacity and efficient management of affairs. 

201. The constitution that is to be prescribed for land mortgage 
banks in India has been a subject of prolonged discussions among 
official and non-official co-operators. It is unnecessary to go back 
to the discussions which preceded those at the Registrars’ Con- 
ference of 1926, where a definite scheme was adopted by the 
Registrars with the concurrence of the non-official co-operators. 
The material portion of the resolution passed by that conference 
is reproduced below : — 

“d) Mortgage banks based on co-operative principles are desir- 
able in many parts of India. No transaction should be undertaken 
which is not economically profitable to the borrower. 

(2) Objects . — The principal objects should be : — 

(a) the redemption of the land and houses of agriculturists, 

(b) the improvement of lands and methods of cultivation and 

the building of houses of agriculturists, 

(c) the liquidation of old debts, and 

{d) the purchase of land in special cases only to be pre- 
scribed in the by-laws. (The precaution is evidently 
to prevent land speculation and indiscriminate borrow- 
ing to buy land.) 

•BarodaLand Mortgage Committee Report, page 96. 
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(3) Area and Management . — The area of operations should be 
the smallest unit consistent with competent management. The 
imposition ol liability on village credit societies or the confine- 
ment of mortgage loans to members of such societies are not re- 
commended, but the bank should consult the village societies in 
the case of all loans to members o’f such a society. Punctuality ’ 
in repayment should be rigidly enforced in mortgage banks. 

(4) Finance . — A reasonable total of share money should be held 
by each bank in order to reassure the investing public. In pro- 
vinces in which the property can be sold on foreclosure, no loan 
should exceed half the value of the mortgaged properties. 

No excess liability is required beyond the amount actually 
borrowed by a member plus his share money. If no excess liability 
is imposed, the share money of a borrower should not be less than 
one-twentieth of his loan. 

The minimum loan should be such as tc repay the costs of the 
transaction to the bank. Each bank should prescribe in its by- 
laws a maximum loan from time to time according to its financial 
position. 

Debentures should be issued by a central financing body in each 
province rather than by separate mortgage banks.” 

202. The Royal Commission on Agriculture in their chapter on 
Co-operation carefully considered the scheme embodied in the reso- 
lution of the Registrars’ Conference (1926). They found them- 
selves in substantial agreement with it and they said : — “Such ex- 
perience of the practical working of land mortgage banks as has 
been gained since this resolution was passed has not shown the 
need for any alteration in it, nor has our own examination of the 
case suggested any alteration”. The recommendations of the 
Royal Commission are as follows : — 

(1) The resolution passed by the Conference of Registrars of 
1926 in favour of the establishment of land mortgage banks is 
endorsed, (Para. 381.) 

(2) Land mortgage banks should be established under the 
provisions of the Co-operative Acts. (Para. 382.) 

(3) The guarantee of interest on the debentures of land mortgage 
banks is the most suitable form in which assistance to these banks 
can be given by Government. (Para. 383.) 

(4) Government assistance to land mortgage banks in the form 
of subscription to their debentures is not recommended. (Para. 
383.) 

(5) The debentures of land mortgage banks, the interest on 
which is guaranteed by Government, should be added to the list 
of trustee securities under the Trustees* Act. (Para. 383.) 
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(6) The issue of the debentures of land mortgage banks should 
be controlled by a central organisation. (Para. 383.) 

(7) Land mortgage banks should only be organised after the 
most careful preliminary enquiry and their constitution and work- 
ing should be as simple as possible. (Para. 384.) 

(8) .For some years to come, there should be an official member 
on the committee of management of each bank. (Para. 384.) 

‘303. The Registrars’ Conference of 1928 discussed in great detail 
the several recommendations of the Eoyal Commission ; and the 
suggestions of the Conference, important as they are on some 
matters, do not materially alter the 1926 scheme of the Registrars’ 
Conference as amplified and amended by the Royal Commission. 
The resolution of the Registrars’ Conference of 1928 runs as 
follows : — 

(1) “The Conference entirely endorses the resolution passed 
by the Conference of Registrars in 1926 in favour of the establish- 
ment of land mortgage banks”. 

(2) “The Conference is of opinion that land mortgage banks 
should be established under the provisions of the Co-operative Acts 
now in force in British India”, 

(3) “A nominee of Government is necessary on the managing 
committee of a primary land mortgage bank, except where the 
interests of Government and debenture holders are sufficiently 
safeguarded by the appointment of a trustee acceptable to Govern- 
ment”. 

(4f ’‘Government assistance to land mortgage banks in the 
form of subscriptions to their debentures is recommended while 
these banks are in their early stages, and assistance is also recom- 
mended in the form of loans”. 

(5) “The guarantee of interest on the debentures of land 
mortgage banks is the most suitable form in which assistance can 
be given by Government”. 

(6) “The debentures of land mortgage banks, the interest on 
which is guaranteed by Government, should be added to the list 
of trustee securities under the Indian Trusts Act, 1882”. 

(7) “The Conference is of opinion that land mortgage banks 
should be organised only after the most careful preliminary enquiry 
and that their constitution and working should be as simple as 
is consistent with adequate safeguards”. 

Present position. 

204. There are some land mortgage banks, under the Co-opera- 
tive Societies’ Act, now working in the provinces of Punjab, Madras 
and Bombay and to a small extent in Assam and Bengal. The 
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progress of working of these banks, and the proposals made by the 
several Banking Enquiry Committees for the further development 
of these banks in the light of the experience already gained, are 
summarized below. There are no land mortgage banks in existence 
in Bihar and Orissa, Burma, Central Provinces and Berar, the 
United Provinces and the Central Areas. In Burma, the attempt to 
pass a separate Act for land mortgage band’s, apart from the Burma 
Co-operative Societies' Act, did not materialize and there is now 
a proposal before the Burma Government to make an experiment 
with two independent banks on a very small scale, so that their 
liabilities may not exceed Kb. 2J lakhs. The Burma Government 
have provided Rs. 1 lakh for the working capital of these two 
banks. Further progress evidently depends upon the results of 
this small experiment. The Banking Enquiry Committees of those 
provinces in which there are no land mortgage banks ? or ready 
•schemes for their establishment in future, have also suggested some 
forms of constitution for their future banks. 

205. The land mortgage banks actually in operation do not, 
however, anywhere fully carry out the scheme evolved by the 
Registrars and the Royal Commission on Agriculture in India. This 
is to be accounted for partly by the fact that in some provinces, 
in which land mortgage banks are now working, they were started 
before the Registrars’ scheme of 1926 was formulated and even 
where they were actually registered subsequently, the plans for 
their establishment were matured before the 1926 scheme received 
its final touches. 


The Punjab. 


206. There are 12 co-operative mortgage banks in the 
province. With the exception of the banks at Mianwali 
and Jhang which operate over the whole district, the rest confine 
their operations to a single tehsil. The Jliang co-operative land 
mortgage bank was the earliest. It was started in 1920. Apart 
from the agricultural credit societies, only owners of agricultural 
land may become members. Loans are made for the redemption 
of land, for the liquidation of unsecured debts and for the improve- 
ment of land. No one may be advanced more than 30 times the 
land revenue payable on the land mortgaged. Since the starting 
of these banks, nearly Rs. 32 lakhs Have been advanced as fol- 
lows : — 

Purpose. (Rs. in lakhs.) 

Repayment of old debts , , . . « . 15 

Land Redemption . . . • .15 


Land Improvement 


2 


Total 


32 
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On the 1st March 1930 there were 499 defaulters out of about 
1,500 borrowers and the large number of defaults is ascribed to 
bad harvests and imprudent loans. 

It is the policy of the department now to limit loans to Es. 5,000. 
Only four banks have agreed to do this and seven have a limit 
of Ks. 10,000 and one Ks. 15,000. 

In some banks, directors are reported to be too indulgent in fhe 
matter of loans, to themselves and to their relatives. The result 
is considerable laxity and sometimes fraud. Five banks forbid 
them altogether and only one allows them without restriction. In 
six, they are only granted if, firstly, two-thirds of the directors are 
present and all agree to the loan, and secondly, the official mem- 
ber signifies his approval in writing. 

Of the working capital of Ks. 23 lakhs, Es. 14J lakhs ha.ve been 
advanced by Government mostly through the Provincial Co-opera- 
tive Bank. The latter has also raised Es. 5 lakhs of debentures 
at 6 per cent, interest, the repayment of which has been guaranteed 
by Government for 25 years. These arrangements have been made 
to suit the experimental conditions under which the Mortgage 
Banks have been started. The Punjab Committee think a time 
will come when it will be possible for the mortgage banks to 
raise debentures on their collective assets through the Provincial 
Co-operative Bank or a Central Mortgage Bank. 

Madras. 

207. In 1924-25 a scheme for special land mortgage banks 
was sanctioned and two were registered in that year. Ten such 
banks were constituted by the end of June 1927, operating over 
restricted areas of compact groups of villages within a radius of 
five miles. The reason for this limitation of area was to ensure 
that all land should be accessible to the investigators of the bank 
to make enquiries, and to enable the honorary directors to go to 
the villages concerned readily and check the reports. These banks 
were formed on a limited liability basis, with share capital, the 
borrowing power being limited to a multiple of the paid-up capital, 
ordinarily 8 to 10 times. The banks were expected to raise credit 
by issuing debentures on the security of agricultural lands which 
tm borrowing members mortgaged to them. Debentures carried 
interest at 7 per cent when sold to the public. The Government 
agreed to purchase at 6J per cent debentures equal in value to 
those which the banks were able to sell in the market, subject to 
a limit of Es. 50,000 to any one bank and Ks. lakhs for tHe 
whole Presidency. The banks lent at 9 per cent, and the maximum 
amount of the loan did not exceed Es. 2,000 for an individual. 
The loans which carried interest at 9 per cent were generally 
for 16J years so that, equated annual payments at 12 per cent, of 
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the total loan would extinguish the debt in 16 J years. All 
banks did not adopt this mode of repayment, for some of them 
favoured the alternative system of payment by equal instalments 
of a specified portion of the principal with interest on the out- 
standing amount annually or semi-annually. 

As regards the procedure for granting loans, the member 
presented a loan application to the bank and the loan was granted 
after assessing the value of the land and ascertaining the member’s 
title to it, his right to alienate it, the necessity for the loan and 
his repaying capacity. On the mortgage of the land so obtained 
debentures were sold to the public and the Government, the 
debenture holder having a floating charge on the mortgages. 
The banks which had good local management found a fair amount 
of response for investment in debentures. Repayment by members 
was on the whole satisfactory. But there have been a few defaults 
in areas where the failure of crops was frequent. 

The later tendency of these banks has been to extend their local 
area of operations and to increase the individual maximum borrow- 
ing power to Rs. 3,000 and now to Rs. 5,000. Many of the banks, 
however, have failed to sell debentures and it has been found that 
the existence of a number of independent banks floating a large 
number of different series of debentures militated not only against 
the success of debenture issues, but also against the whole scheme. 

A Central Land Mortgage Bank has, therefore, been started 
recently in order to finance local mortgage banks by centralized 
debenture issues. The constitution of the central bank followed 
in the main, the recommendations of the Townsend Committee* on 
Co-operation in Madras. If has collected Rs. 70,400 as share capital 
up to the 30th June 1930 and debenture money to t He value of 
Rs. 46,000. This debenture money was received in advance 
while the Bank actually issued debentures only on the 15th Sep- 
tember 1930, The Provincial Co-operative Bank purchased deben- 
tures of the Central Land Mortgage Bank to the value of Rs. 1 lakh. 
The Government also are giving some facilities to the latter bank. 
They have lent Rs. 15,000 without interest for initial working capital 
to be repaid in the course of a few years. They have also guaranteed 
interest up to 6 per cent on all debentures floated by the bank in 
the first five years up to the limit of Rs. 50 lakhs, but for the full 
term of the issues. They have also lent the services of tw r o Deputy 
Registrars to inspect local mortgage banks and of ten sub-Deputy 
Registrars to assist in all enquiries on behalf of the local land mort- 
gage banks. It is proposed that all mortgages obtained by the 
primary land mortgage banks should be transferred to the central 
bank and that the latter should issue debentures with a floating 
charge on all such ^mortgages. The Registrar is to be the Trustee. 


E 


♦Townsend Committee, pago 65. 
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for the present, to see that the bank fulfils its obligations to deben- 
ture holders. He and another nominee ol his have places on the 
directorate of the bank. Since the starting of the Central Mort- 
gage Bank, loans used to be advanced to the primary banks at 
7 per cent, but the rate has been raised to 7J per cent recently 
owing to monetary stringency. The primary banks, in their turn, 
are advancing loans to their, borrowing members at 8 per cent. 
One direct result of the establishment of the Central Land Mort- 
gage Bank has thus been the reduction of the rate of interest on 
long-term loans from 9 per cent to 8 per cent in the case of the 
ultimate borrower. 

There ^are now 42 primary land mortgage banks established in 
the province on a co-operative basis, of which only 8 issued deben- 
tures before the Central Land Mortgage Bank was* started. Of 
the primary banks 19 are members of the Central Land Mortgage 
Bank. 


Bombay. 

208. There are three land mortgage societies (in the districts 
>f Dharwar, Broach and East Khandesh) working in the province. 
These have only recently started their operations. The society 
in one district serves only a talulia while the other two serve the 
vhole district. They have sanctioned loans so far to an amount 
)f Rs. 1,15,766. The membership of these societies consists of 
igriculturists. Loans may be granted for the following purposes : — 

(1) the improvement of land and methods of cultivation, 

(2) the installation or purchase of costly agricultural plant 

and machinery, 

(3) the redemption of mortgaged lands and houses and liqui- 

dation of old debts, and, 

(4) the purchase of land for purposes of land improvement 

or for making better cultivation possible in the general 
interests of the community or bringing under culti- 
vation cultivable waste or fallow land. 

The members contribute as share capital 5 per cent, of their 
borrowings and 4his capital is invested separately. The societies 
have power to advance loans to a maximum of 50 per cent, of the 
/alue of the encumbered land, or in special circumstances of house 
property. The period of loans is from 10 to 30 years. There are 
representatives of the Registrar of Co-operative Societies and of the 
Bombay Provincial Co-operative Bank on the committee of manage- 
ment of these -societies. The committee’s recommendartions 
regarding loans are subject to the approval of the Provincial 
Bank and the Registrar. Each of the societies has attached 
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to it an officer of the Revenue Department as Land Officer, 
whose services have been lent free of charge by Government for 
the initial period of working. The Provincial Co-operative Bank has 
undertaken, as a provisional arrangement, to raise additional deben- 
tures to finance co-operative land mortgage societies. Government 
have agreed to purchase to the extent of* Rs. 5 lakbs debentures 
of the Provincial Bank to be earmarked for land mortgage work, 
of which Rs. 2 lakhs have already been subscribed. The three 
societies are expected to meet their expenses out of the interest 
on the investment of their own share capital supplemented by 
email grants from the Provincial Co-operative Bank. 


Bengal. 

209. There are two land mortgage banks in Bengal, one at 
Naogaon in the district of Rajshahi and the other at Bhola in 
the district of Bakarganj. The Naogaon Bank was registered in 
1924 and the Bhola Bank in 1927. Both are limited liability 
institutions registered under the Co-operative Societies’ Act. The 
Naogaon Bank has an area of operation of 50 square miles. Its 
membership is confined to persons owning agricultural lands or 
landed properties in the area. The authorised share capital is 
Rs 5 lakhs divided into 50,000 shares of Rs. 10 each. No mem- 
ber is allowed to hold shares exceeding Rs. 5,000 in value. On 
the 31st October 1929, the Bank had a paid-up share capital of 
Rs. 52,480 and total deposits of Rs. 2,60,851, of which 43 per 
cent, was for 5 years, 41 per cent, for 2 years and the rest for 1 
year. Loans can be granted against mortgage for liquidation of 
old debts, for the improvement of land and methods of cultivation, 
for installation and purchase of agricultural machinery, for pur- 
chase of land and also for short-term requirements in the form of 
cash credit advances. The cash credits are now confined to those 
members who are not members of rural credit societies. Loans to 
members do not exceed ten times the value of their paid-up 
share capital and bear interest at a flat rate of 10 to 16 per cent, 
per annum. The by-laws provide for loans being granted up to a 
certain proportion of the value of the land mortgaged, but in 
uctual practice they are granted at a fixed rate of Rs. 50 per bigha 
•of land. The period of loans varies from 1 to 20 years. Out of 
the loan of Rs. 3,49,706 outstanding on the 31st October 1929, 
only Rs. 1,22,216 was payable within 5 years. Thus the bulk of 
the loans are for longer periods than the deposits from which they 
are financed. This has been recognized to be unsound and the 
Bank has recently been empowered to issue long-term debentures, 
none of which, # however, has yet been floated. The Bank has 
got the strong financial support of the Ganja Cultivators’ Co- 
operative Society, which has a big working capital and a strong: 
reserve fund. 

t 2 
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The Bhola Bank is much narrower in scope than the Naogaon 
Bank. Its paid up share capital is very small and it has not been 
abla to attract any deposits. For its working capital, it is 
dependent on a loan of Rs. 10,000 from the Barisal Central Bank 
at 9 per cent repayable in 10 years. The by-laws provide for 
loans for redemption ’of old debts, the purchase and improve- 
ment of land and also for cash credit advances for current 
expenses. All loans are secured by mortgages and no loan can 
exceed one-tenth of the value of the land. No member can 
borrow more than 5 times his paid up share capital. The maxi- 
mum period for which loans are now given is 7 years. Interest 
is charged at a flat rate of 12£ per cent, per annum. Not only 
actual .cultivators, but talukdars and howladars , are now members 
of the Bank. 

Assam. 

210. There a)e 5 land mortgage banks registered under the Co- 
operative Societies Act on the basis of limited liability. The 
Stirma Valley Muslim Bank which was only registered in 1930 
has not started operations. The Jorhat and the Nowgong Banks 
which were registered in 1928 and 1929 respectively are reported by 
the Assam Committee to have done practically no work. The other 
two banks, viz., the Kamrup Bank which was registered in 1926 
and the Sylhet Bank which was registered in 1927 are working with 
a paid up capital of Rs. 44,590 and Rs. 28,644 respectively and 
are said to have made some progress. 

The objects for which loans may be granted by all the banks* 
are practically identical, viz. : — 

(1) the redemption of land and houses previously mort- 

, gaged, 

(2) the improvement of land and methods of cultivation, 

(3) the liquidation of old debts, 

(4) the purchase of lands in special cases, 

(5) the construction of dwelling houses, 

(6) the sinking and repair of wells and excavation of tanks,. 

(7) purchase of agricultural and manufacturing implements 

and machinery, and 

'8) other measures designed to encourage in the members 
the spirit and practice of thrift, mutual help and 
self-help. 

The Kamrup Bank also provides for loans for purposes of trade, 
commerce, or the promotion of any industry. # 

In the case of the Kamrup and Sylhet banks no loans can be 
given exceeding 20 times the paid-up share money of the borrower" 
or 50 per cent of the market value of the land. The maximum 
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period of repayment is 20 years and the individual maximum loan 
is limited to Rs. 10,000. These two banks work on deposits and 
do not issue debentures. The rates paid on deposits range from 
6J to 8£ per cent. The Assam Government have granted loans 
to the Kamrup Bank. It is reported that overdues of both prin- 
cipal and interest are heavy in both these banks. 


Recommendations of the Provincial Committees. 

211. The Punjab Committee recommend that the existing 
limits in the case of some banks, which are higher than Rs. 5,000, 
should be reduced without delay. They are also impressed with 
the importance of restricting loans to directors. They think it is 
too early to give a definite opinion on the question of special 
facilities for recovery. But they consider that difficulties in re- 
covery provide a useful restraint on careless or reckless lending 
and deprecate recoveries being made too easy. In the experi- 
mental stage they recommend that the period of loans should not 
exceed 10 years but after that stage is passed, it might be extended 
to 15 years subject to special precautions being taken to ensure 
regular payments. They agree with the Royal Commission on 
Agriculture that debentures of co-operative land mortgage banks 
should be included in the list of trustee securities. They consider 
that most of the defects in the existing system are due to lack of 
experience and can be remedied, given a good directorate. Co- 
operators, in their opinion, should rely as little as possible on the 
safeguard of a Government nominee on the management of the 
banks, and education and character should be sufficiently developed 
to ensure wise lending and punctual repayment. 

212. The Madras Committee consider it advisable to restrict’ 
the new primary banks at the outset to the more fertile areas 
where the crops are more secure. They recommend that the central 
land mortgage banks should work in conjunction with the rural 
credit societies and that if there is a failure of crops, the latter 
should give an extension of time for the repayment of loans and 
that the former should receive the instalments annually with the 
utmost regularity. The Committee also consider that the central 
land mortgage bank should not ordinarily receive short-term de- 
posits and that the debentures should be trustee securities. 

213. The Bombay Committee recommend that Government 
should consider the formation of more co-operative land mortgage 
banks in different parts of the Province without awaiting the re- 
sults of the work of the three existing institutions. The creation 
of a central land mortgage bank in the province is also recom- 
mended by them, as the provincial bank which had agreed provi- 
sionally to finance co-operative land mortgage societies is unwilling 
to shoulder further responsibility for the work. They suggest that 
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membership of the central land mortgage bank should be open to 
he Indian joint-stock banks, tEe Imperial Bank of India, the 
>rovincial and other co-operative banks and to land-holding 
classes. If any portion of the share capital is not subscribed, 
ay these bodies, they recommend that Government should 
take up the unsubscribed portion and gradually dispose of it and 
that* the outside shareholders* and Government should gradually 
withdraw as the shareholding of the local societies increases. They 
tuggest that the representatives of the local societies should have 
i large and increasing share in the management of the bank and 
that the Begistrar of Co-operative Societies or some other nominee 
of Government should have a seat on the directorate. The issue 
>f debentures to the extent of 20 times the paid up capital is re- 
sommended by them, with the guarantee of Government both as 
regards the principal and interest. They also suggest that Gov- 
srnment should undertake to subscribe a portion of the debentures 
ind that the debentures should .rank as trustee securities. They 
contemplate that in the fulness of time the central land mortgage 
)ank' should absorb the present long-term takavi operations of 
Sovernment. They suggest that this bank should establish 
contact with the special agency for minor irrigation work* 
and utilize its services for the extension of irrigation. They da 
not recommend the grant of the power of foreclosure in the ab- 
sence of actual experience of the working of land mortgage socie- 
ties and in view of the fact that such power would bring the 
system into discredit from the outset as an agency bent on ex- 
propriating from their lands those who resort to it for borrowings. 
They suggest that any joint-stock banking organisation which make* 
advances to agriculturists on the security of mortgage of land 
Bhould be regulated by law and should not be given any facilities 
by Government. In view of the difference in agricultural, social 
and general economic conditions between Sind and the rest of the 
Presidency, the Committee recommend the formation of a separate 
land mortgage bank for Sind or if that is not possible, the opening 
of a branch of a central land mortgage bank with a local com- 
mittee to assist in its working. 

214. The Bengal Committee recommend that for the present 
central co-operative banks should be required to open land mort- 
gage departments, the extra share capital required being sub- 
scribed partly by affiliated rural credit societies and partly by 
other limited liability societies to be started for substantial agri- 
culturists and rent receivers who are not now members of rural 
credit societies. They suggest that the period of the loans should 
extend from 5 to 20 years and the amount should not exceed 
half the value of the land mortgaged. In addition to share 
capital they Recommend that the land mortgage departments 
should obtain funds from long-term deposits and debenture* 
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issued by the provincial co-operative banks which may make such 
underwriting arrangements with the Imperial Bank of India or 
any other bank as may be necessary. The debenture issue should, 
be limited to half the value of land covered by mortgages and 
should not exceed 15 times the paid-up capital and reserve funds* 
ear-marked for the land mortgage bank department of the central 
bank concerned. In regard to debentures they recommend that 
Government should guarantee interest and that the debentures 
should be included in the list of trustee securities, Government 
having such control as may be required by them for discharging, 
their responsibilities. They suggest that two trustees elected by 
debenture, holders should be associated with the persons appointed 
by the State in the administration of the Provincial bank. A sink- 
ing fund should be set up for the repayment of debenture bonds, 
which should be freely utilised to keep up the price of the bonds. 
The grant of summary powers for foreclosure and sale is not 
recommended as, apart from undue rigour to borrowers, it would 
lead to laxity in scrutinising the security and to carelessness In 
fixing the amount of the loan. 

215. The Assam Committee are not in favour of multiplication 
of banks till the existing banks are placed on a sound footing. 
They suggest that loans should be confined for the present to 
the purpose of repayment of old debts. They place reliance on 
deposits to finance land mortgage banks in the initial stages and 
do not recommend the issue of debentures at present. 

Main questions affecting Land Mortgage Banks. 

216. The main questions affecting the working of the co-opera- 
tive land mortgage banks in India may be thus summarized : — 

(1) What should be the economic purposes for which long- 

term land mortgage credit might beneficially be sup- 
plied to agriculturists? 

(2) What should be the maximum period for repayment and 

the mode ’of repayment ? 

(3) Whence should mortgage banks derive their working 

capital? Should share capital be insisted on and if 
80 , what proportion should it bear to the borrowings? 
Where the issue of land mortgage debentures for rais- 
ing the bulk of the working capital is favoured, should 
the issue be by the primary land mortgage banks 
or by a central agency? If it is to be a central 
agency, should it be the existing Provincial Co-opera- 
tive Bank or a separate central land mortgage bank, 
which should finance only the primary land mortgage 
banks? 
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(4) Should land mortgage banks be permitted to receive 

deposits like co-operative central banks or joint-stock 
t>anks, and, if- so, for what purposes and under what 
safeguards? 

(5) What should be the relation between the land mortgage 

bank and the ordinary credit society where they co- 
exist? 

(6) Should the Government give any financial assistance 

to these banks and if so, what form should it take? 
Direct loans, exemption from certain taxes and fees, 
guaranteeing principal or interest of debentures and 
making them trustee securities and purchase of a 
portion of debentures are suggested. 

Should these banks be invested by special legislation 
with summary powers of recovery such as the right 
to sell or foreclose without the intervention of the 
courts? 


Our recommendations. 

217. We now proceed to make our recommendations. We 
realize that while these recommendations will be capable of ful- 
filment in respect of new institutions which may be established 
hereafter, they will have to be adopted with suitable modifications 
in the case of existing institutions. Further, these recommenda- 
tions of ours relate wholly to co-operative land mortgage banks. 
We consider that there is a great field for these institutions in 
the immediate future. We have already recommended that in 
order to satisfy the credit requirements of the classes of agricul- 
turists who are outside the co-operative movement, and to provide 
substantial loans to big landlords, commercial land mortgage banks 
on joinfc-sfcock basis or on the model of the English Land Mortgage 
Corporation should be established. We shall deal with these insti- 
tutions separately at the end of this chapter. 

218. As regards co-operative land mortgage banks, the first 
question relates to the economic purposes *for which long-term 
credit should be supplied to agriculturists by these institutions. 
It is necessary at the outset to emphasize that no money should 
be advanced which is not economically profitable to the borrower. 
We consider that loans by land mortgage banks should be devoted 
to the following principal objects : — 

(a) the redemption of land and houses of agriculturists, and 

the liquidation of old debts, 

(b) the improvement of land and methods of cultivation and 

the building of houses of agriculturists, and 

(c) the purchase of land in special cases. 
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It will be seen that these objects are the same as those recom- 
mended by the Registrars’ Conference of 1926, but we have 
changed the order of precedence for these loans, having regard to 
the present circumstances of the Indian agriculturist. We think 
that for a long time to -come the resources of the land mortgage 
banks will be mainly required for enabling the cultivator to redeem 
his land and his house from mortgage and to pay off his old debts. 

219. The amount and period of the loan should be fixed with 
due regard to the repaying capacity of the borrower and also to 
the purpose for which the money is advanced. Loans might be 
granted for stated periods of 5, 10, -15 or 20 years, and for the pre- 
sent the maximum period should be 20 years. We hope that with 
sound management the banks should be able to extend the period 
to 30 years, if necessary. Until more experience is gained, we ' 
consider it desirable that the amount of individual loans should be 
limited to a maximum of Rs. 5,000 and in no case should the 
amount of the loan exceed 50 per cent of the value of the mort- 
gaged security. We have not laid down any minimum limit fot 
loans as we consider that the facilities provided by these banks 
should he available even for the small agriculturist debtors. 

220. We recommend that the repayment of loans should be by 
a system of equated payments, thereby amortising the loan at the 
end of a period of years. There are many advantages in this 
system and the amounts of instalment payable would not generally 
exceed the amounts ordinarily paid by most of the borrow- 
ers in the shape of interest alone. In Madras, we are told that 
one bank commenced its business with the clients by explaining to 
them that if they borrowed from that bank and merely paid regu- 
larly every year for 16J years at 12 per cent on the amount borrowed 
which was the rate they were paying to moneylenders they would 
be let off without claiming the principal amount. The outstanding 
feature of this amortisation system is that the bank only charges 
9 per cent interest on its long-term loan and that an equated pay- 
ment on the basis of 12 per cent of the borrowed amount every 
year provides for the regular payment of interest and for a gradual 
extinction of the principal within the stated period of about 16 years. 
In dealing with agriculturists one has, however, to take into account 
the fact that when loans are taken for the improvement of land or of 
methods of cultivation, the increased earnings from these improve- 
ments would begin to accrue only after a certain period and that 
the earnings would be higher during the later years than in the 
beginning. We are, therefore, of the opinion that if local 
conditions require, a system of graduated payments may be adopted 
so as to provide for repayment by larger instalments commencing 
after the investment of the loan on the land has resulted in 
increased profit. In any case we consider that it is useful to 
provide alternative methods of repayment in the by-laws of the 
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bank with full power to the management to enforce that method 
of repayment which it considers suitable. 

2521. Turning now to question (3) in paragraph 216 above, we 
consider that the working capital of the mortgage bank should 
be derived from two sources, viz., share capital and debentures. 
There are two ways in which share capital may be obtained. 
One is by initial subscription by the intending members before any 
loans are made. There is some advantage in acquiring share 
capital initially in this manner as it forms a good basis of security 
to the debentures that may be issued subsequently by the bank and 
as it further enables the bank to issue loans in anticipation of 
raising debentures. The second method of raising share capital is 
to deduct a certain percentage, say 5 pej cent., of the amount 
borrowed by the members at the time the loan is advanced. This 
system prevails in Madras and enables the bank to raise its share 
capital gradually and thereby its borrowing capacity also. The 
percentage of share capital to loan need not be large as the loan 
is fully secured by the mortgage. The Baroda Committee have 
recommended in consonance with the American practice that 5 per 
cent of the loan will be a reasonable share capital. We agree with 
the principle of this suggestion. We also recommend that in order 
to ensure the supply of the initial resources wherewith to start the 
operations of the mortgage bank the provincial Government should^ 
where necessary, make advances free of interest under a stipula- 
tion that the advances should be repaid out of the realizations of 
the debenture issues. These recommendations about share 
capital are intended to apply to the present stage of the deve- 
lopment of these banks. When these banks develop their business 
very largely, an ideal which is earnestly aimed at, they may require 
large capital as the foreign banking experts have stated. These 
experts have recommended that the provincial Government 
should supply such share capital. We commend these proposals 
for the careful consideration of the Provincial Governments. 

The larger part of the working capital of the mortgage bank 
should be raised by means of debentures. We do not think it 
necessary that the proportion of the debenture to the share capital 
should be limited in the manner suggested by the foreign banking 
experts, viz., 5:1. The proportion varies in the several provinces 
and we should leave it to the discretion of the co-operators in each 
province to raise debentures to the extent they consider necessary. 
But in no case should the value of debentures outstanding exceed 
the outstanding amount under mortgages given by the borrowers 
and over which the debenture holder has a floating charge. For 
the success of the debenture issue we do not consider a special 
guarantee of the principal by Government is required. We agree 
with the recommendations of the Royal Commission on Agricul- 
ture and of the Registrars’ Conference that the best help that the 
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Government can render in this connection is to guarantee the 
interest on debentures for the whole period of their currency. 
We further agree that these debentures, the interest of which is 
guaranteed by Government as recommended above, should be in* 
eluded among trustee securities provided Government is satisfied 
that adequate arrangements have been made by the bank for the 
redemption of these debentures at Regular intervals. If in any 
province it becomes necessary, and appears to be more advantageous 
for the movement, for the Government to purchase debentures of 
a certain value we are also in favour of such form of State 
assistance. 


222. We contemplate that if our recommendations are accepted* 
the debentures should be issued by a central institution called 
the Provincial Land Mortgage Corporation and that the actual 
sale of debentures should be made not only by the Provincial Cor- 
poration but also by primary land mortgage banks which may 
be called district mortgage banks and which should operate over 
fairly large areas and must not be too small. The district mort- 
gage banks should be entitled to obtain the necessary finance from 
the Provincial Land Mortgage Corporation against a transfer of 
the mortgage securities which should be available to the latter for 
issuing debentures. The Provincial Land Mortgage Corporation will 
he an institution entirely separate from the provincial 'co-operative 
bank. While short-term and intermediate credit would be dis- 
pensed by the primary credit societies with the help of central 
and provincial banks, long-term credit would be provided only by - 
primary land mortgage banks with the help of a provincial land 
.mortgage corporation. We are decidedly of the opinion that the 
provincial co-operative banks should not function, except as a 
temporary measure, as central land mortgage banks for the province 
and that there should be separate organizations of the kind we 
have proposed ; but there is no objection, until the provincial land 
mortgage corporation is established in a province, to the provincial 
bank financing the primary land mortgage banks with long-term 
capital specially raised for the purpose. In Bombay, where the 
Provincial Ba'nk has issued debentures to provide finance for co- ' 
operative land mortgage banks, a sinking fund has been created 
into which a payment has to be made before profits are arrived at. 
In the Punjab where the Provincial Bank has similarly issued 
debentures, the Bank has instituted under the terms of the trusv 
deed a sinking fund to provide for the redemption of the principal 
of the debentures, to which is credited every pie of the profit* 
of the Bank besides the interest accruing on the investment of 
the fund. This arrangement has resulted in the Bank not being 
able to build up a reserve fund or to pay any dividend to its share- 
holders. These two instances, we are told, partly influenced 
Madras in not adopting the Bombay and Punjab systems. 



in 


CHAPTER X. 


223* The management of the primary mortgage banka and 
that of the local credit societies should not overlap. When an 
application for a loan to a land mortgage bank is made by a 
member who is also a member of a credit society the opinion of 
the credit society should ordinarily be obtained in regard to the ad- 
vancing of the mortgage loan, though the responsibility regarding 
the ascertainment of, the financial' standing of the applicant and 
the grant of the loans must rest with the land mortgage bank. 
While we agree that a certain amount of co-operation between 
the ordinary co-operative society and the land mortgage society 
"will be of mutual advantage to both the institutions, we are con- 
vinced that the two classes of societies should work entirely apart 
and that the transactions of the ordinary society should not in any 
way be mixed up with those of the mortgage bank. 

224. We pre not in favour of permitting land mortgage hanks 
to receive deposits ordinarily, like co-operative central banks. 
We are, however, attracted by the recommendation of the Central 
Provinces Provincial Banking Enquiry Committee for the institu- 
tion of a provident fund scheme in land mortgage banks under 
which the borrower will be required to contribute annually a fixed 
sum to the provident fund on the basis of his ordinary surplus 
in a normal year and the instalment for repayment of loans 
which he might be paying to the land mortgage bank. That 
Committee 'was influenced in this recommendation by a desire 
to provide, in addition to credit facilities for long-term loans, 
simultaneous facilities for investment and the development 
of the thrift habit. In addition to the provident deposits, that 
Committee has also recommended that the land mortgage bank 
might accept deposits for not less than 5 years and that the bank 
might also issue savings certificates payable after 3, 10 or 15 years. 
As we have stated in a previous paragraph, loans of the land 
mortgage banks will, in the beginning of their career, be mostly 
for liquidation of old debts in regard to which it is necessary to 
provide for a long period for repayment. It will, therefore, be 
dangerous -for the land mortgage bank to depend on these short- 
term deposits for financing the borrowers. While, therefore, the 
receipt of deposits and the institution of schemes for savings certi- 
ficates may come with the gradual development of land mortgage 
hanks, we do not think it advisable to recommend these measures 
for obtaining working capital fo* the banks at the present stage 
of development, 

225. We now come to the vexed question of whether the land 
mortgage banks should be vested with summary power of recovery 
hy foreclosure and Rale without the intervention of civil courts. 
Most of the Provincial Committees are not in favour of granting 
this pow6r to the bank. One of the reasons given for this 
-attitude is that the loss to debtors which it might entail might 
prejudice the bank in the eves of the public. The Bengal Pro- 
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vincial Banking Enquiry Committee consider that, apart from 
undue rigour to borrowers, the proposal would lead to laxity on 
the part of the management of the banks in scrutinizing tho 
security offered for loans and to carelessness in fixing the amount 
of the loan itself. In their opinion, consistent good management, 
and proper fixing of the period of the loans would enable the land 
mortgage banks to avoid litigation.. Home of the Committees are- 
inclined to postpone consideration of this question until greater 
experience has been gained of the working of these banks as 
the limited experience available at present affords too narrow a 
basis for judging the difficulties to be faced by these banks or 
the provision that might be necessary. On the other hand, we 
are informed that, in the legislation which is now contem- 
plated in Madras, provision has been made for powers of summary 
procedure for the recovery of arrears from defaulters. We consider 
that this question is of fundamental importance. In the absence 
of special legislation, the primary land mortgage bank will have 
to institute a suit in the civil courts for the recovery of the debt 
or it may institute it before an arbitrator appointed by the 
Registrar of Co-operative Societies. The elaborate provisions of 
the Transfer of Property Act and the Code of Civil Procedure will 
have to be invoked for obtaining and executing mortgage decrees 
by the co-operative land mortgage banks and the time and cost 
involved in the process w ill considerably hamper the operations of 
these banks and react adversely on the market for the debentures 
issued by them. In view of these reasons the Townsend Com- 
mittee on Co-operation in Madras recommended, in accordance with 
precedents in other countries, that the land mortgage banks should 
have the powder of bringing mortgaged properties of defaulting 
mortgagors to sale without resort to civil courts. This 
power is necessary to make the debentures a popular and liquid 
form of security, and until it is given, the attempt of the mortgage 
banks to derive their working capital by debenture issues will not 
meet with success. At the same time, we recognize that the right 
of the aggrieved party to question in the civil courts the action of thb 
bank should be fully safeguarded. We further recognize that pro- 
vision should also be made to .safeguard properly the interest of 
the mortgagor and not to contravene the provisions of the Civil 
Procedure Code in regard to the sales of mortgaged property. 
We, therefore, definitely recommend that the power of foreclosure 
aud sale by the laud mortgage bank without recourse to civil courts 
should be given to the land mortgage bank subject to the above 
safeguards. We do not attach much importance to the suggestions 
that such a power would weaken the responsibility of the manage- 
ment or make the mortgage banks unpopular with the public. In 
some countries foreclosure is not permitted unless the outstanding 
debt bears a substantial proportion to ihe value of the mortgaged 
property. We consider that this salutary safeguard should also 
be included in any legislation in connection with co-operative lane! 
mortgage banks in India. 
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It is apprehended that the exercise of the power of recovery by 
foreclosure and sale without the intervention of civil courts which 
we have recommended above might prejudice the title of the debt- 
or’s co-shares or the prior claims of other creditors. We have 
fully provided for this difficulty by allowing every aggrieved party 
the right to question in the civil courts the action of the bank and 
take any further steps that he may be advised to take in order fully 
to safeguard his rights, 

2:26. A similar provision connected with the insolvency law, wi L h 
the same end in view as that discussed in the preceding para- 
graph, seems to us to be necessary. We recommend that the 
law should be amended so as to give greater protection to the 
land mortgage banks against avoidance of mortgage by the 
unsecured creditors of the insolvent. 

2*27. We may in this connection refer to an important point 
raised by the foreign banking experts which we have ourselves 
very carefully considered, namely, the operation of the Land 
Alienation Acts which makes it impossible for the lender to secure 
the right to a free sale of the land which through default of the 
mortgagor may have to be taken over by him. Land mortgage 
banks are institutions for the purpose of lending monies for long- 
term investment on the sound and realisable security of agricul- 
tural land in order to enable the agriculturist to secure the advan- 
tage of cheap money. Where the land is transferable without any 
legal or customary impediments it will naturally form a valid 
security, but where the policy of the State has placed impediments 
against such transfers, the credit of the cultivator is adversely 
affected. The policy of preventing the easy transfer of land so as 
to retain it in the hands of the agriculturist or the classified agri- 
culturist has so far been declared or enacted m the Punjab, and 
certain parts of the Central Provinces, the United Provinces and 
the centrally administered areas. The experience gained has been 
summarized by the Provincial Committees in their reports and is 
briefly as follows : — 

Central Areas . — These Areas are protected by special legislation 
on the lines of the Punjab Land Alienation Act. It has affected 
adversely the credit of the agriculturist with the non-agriculturist 
money-lenders though at the same time it has been of 
great use in restricting borrowing for wasteful purposes. The 
result is that the agriculturist lender is replacing the non-agricul- 
turist lender in the rural areas to an appreciable extent and the 
tendency is noticed whereby the agriculturist with a surplus invests 
it in purchasing land or in advancing on mortgage of land with a 
view to purchasing eventually more land instead of investing his 
surplus in capital improvements on land or in intensive farming. 
The Committee have, therefore, urged the protection of the small 
peasant proprietor against the bigger agriculturist with a view to 
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diverting the rural savings to a more profitable channel of invest- 
ment. 

The Central Provinces . — The Gonds are the only tribes to whom 
the Land Alienation Act applies. The credit of these tribes has 
shrunk somewhat since the enactment of the law. Moneylenders 
are also springing up amongst these tribes. This Act, in the 
opinion of the Committee, operates to perpetuate the backwardness 
of this class of the population. 

The Punjab . — The Act hampers the operations of the non-agri- 
culturist rural moneylender and gives the agriculturist moneylender 
a predominant interest in usufructuary mortgage business of the 
province. The greater freedom of the agriculturist moneylender 
enables him to advance a higher proportion of the value of the 
mortgaged land than the non-agriculturist lender. This is useful 
in the case of borrowers who understand the use of credit, but 
is very detrimental to the interests of the other borrowers. The 
rates of the non-agriculturist moneylender are enhanced and his 
loans are restricted, while the agricultural moneylender f who is 
also a big landlord, is taking advantage of the Act to add to his 
land at the expense of the peasantry. 

The United Provinces . — The genera^ effects of the Bundel- 
khand Land Alienation Act are also similar. There has been a re- 
duction in the supply of credit and an increase in its price which has 
led directly to a fall in land values. The non-agricultural money- 
lender has been replaced to a considerable extent by the agricul- 
tural moneylender and the richer landlord has increased his pos- 
sessions at the expense of the poorer^ On the whole it is doubt- 
ful whether the Act lias benefited the tenant. 

In addition to these Land Alienation Acts, there are various 
restrictions on free alienability of land in several Tenancy Acts in 
force in many of the provinces. 

228. Reviewing these experiences we are of opinion that, from 
a purely banking point of view, it is necessary that steps should be 
taken to remove all impediments to the free transfer of lands. 
We recognise, however, that other considerations are involved and 
we recommend that the Provincial Governments and their 
Legislatures should properly weigh the various considerations 
in shaping their policy. While this recommendation is 
general and is intended to improve the credit of the agri- 
culturist, a special provision in regard to land mortgage 
banks is necessary in those provinces where Land Alienation Acts 
are now in force. It will not be possible for the land mortgage 
bank to obtain its working capital from debenture issues unless the 
agricultural land which is the security at the back of these deben- 
tures can be freely sold in case of default in payment of principal 
and interest by the borrowers from the bank. Moreover, the 
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double object of preventing the free mortgage and sale of agri- 
cultural land, and the provision of credit for the economic benefit 
of the agriculturist through co-operative land mortgage banks, 
cannot easily be achieved. If there are restrictions on the 
alienability of the land for the recovery of dues in the case of one 
class of members while the land of the other class of members 
can be freely sold for such recovery, the essential feature of co- 
operation, namely, equality of the status of members, will be 
sacrificed. In view of these difficulties we recommend that an 
alteration should be made in the Land Alienation Acts, — all legisla- 
tion which restricts the sale or mortgage or other forms cf alienation 
in the several provinces is included in this expression, — which would 
give to the co-operative land mortgage banks the right to take pos- 
session of land through foreclosure on default of the payment of the 
instalment of the loan and to sell it. The sale may be restricted 
to the agricultural classes according to the provisions of prevailing 
legislation and no question of policy in regard to preventing expro- 
priation of these classes is intended to be touched by this particular 
recommendation. 

229. The question of establishing an All-India Central Land 
Mortgage Corporation has been considered by us. We do not 
think that there is at present any need for such an institution, 
though when land mortgage banks are started in large numbers in 
the various provinces and when the provincial land mortgage banks 
in the provinces feel a real need for a financing and balancing centre 
it may be necessary to reconsider this question. 

Commercial Land Mortgage Banks. 

230. Specialization in banking spheres is now a common feature* 
in most countries. Generally speaking, land mortgage banking* 
co-operative banking and industrial banking are being developed 
on a specialized basis. The most outstanding example of a joint 
stock land mortgage hank is the Credit Fonder dc France . It 
enjoys certain legal privileges granted by statute and is supervised 
by the Government. Since 1920 it advances sums up to 40,000 
francs repayable in 25 jears at very low rates of interest. It acts 
as an apex bank for regional mortgage banks somewhat in the 
same manner as the Bank of Franco does for the commercial 
banks of the country. In Japan also there is the system of com- 
mercial land mortgage credit. The Hypothec Bank oi f Japan 
(Nippon Kwangyo Ginko) which was founded in 1895 has specia- 
lised in making long-term loans redeemable within a maximum 
period of 50 years on the security of immovable property. The 
Parker Willis Commission of the Irish Free State recommended the 
establishment of a big agricultural credit corporation with a capital 
of £500 ,000, the unsubscribed portion of which was to be taken up 
by the State and the commercial banks. In England, as a result 
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of the reports of the Committees set up by the Ministry of Agricul- 
ture and Fisheries to investigate into the problems of rural credit, 
the English Mortgage Credit Corporation was set up by the Agri- 
cultural Credits Act of 1928. The Mortgage Company formed 
under Part I of the Apt is called the Agricultural Mortgage Cor- 
poration, Ltd., and the leading joint stock banks of England, 
namelj, the Bank of England, Barclays Bank Ltd., District Bank 
Ltd., Glyn Mills & Co., Lloyds Bank Ltd., Manchester and 
County Bank Ltd., Martins Bank Ltd., National Provincial Bank 
Ltd., Westminster Bank Ltd. and Williams Deacon's Bank 
Ltd., are the share-holding banks in this Corporation. The 
Ministry of Agriculture and Fisheries with the approval of the 
Treasury is authorized to advance up to an amount not exceed- 
ing £750,000 for the purpose of establishing a Guarantee Fund. 
These advances are free of interest for a period of 60 years. The 
Minister is empowered also to contribute £10,000 towards the cost 
of the administration of the Corporation. The Treasury is em- 
powered to procure the under-writing of the debentures up to a 
sum not exceeding £5,000,000 and may itself subscribe to an 
amount not exceeding one-fourth of the net issue or £1,250,000 
in all. The advances by the Corporation on agricultural mortgages 
must not exceed two-thirds of the estimated value of the property 
and must be repayable by equal yearly or half-yearly instalments 
of principal and interest spread over a period not exceeding 60 
years, the mortgage advance being thus automatically reduced. 
The Corporation may also make loans under the Land Improve- 
ment Acts. The debenture stock is trustee security. The Corpora- 
tion commenced operations in January 1929 and has already tran- 
sacted a very large volume of business. (See pages 439-442 of 
the “Practice and Law of Banking’ * by Sheldon, Edition 1930). 
The second part of the Act enables chattel mortgage on farm crops 
and live-stock being created in favour of joint-stock banks. 

231. The Royal Commission on Agriculture have given a brief 
account of the origin and subsequent history of the Agricultural 
Bank of Egypt.* This Bank was established in 1902- Advances 
were made by the bank to small farmers and were of two kinds, one 
up to £20 each for a period not exceeding 15 months without mort- 
gage security, and the other not exceeding £300 each for not more 
than 5| years against a first mortgage. Interest was limited to 9 per 
cent and recoveries were made, together with the Government land 
tax, by the official village accountants in return for a commission 
of one-half per cent, paid by the bank. The Egyptian Govern- 
ment undertook to provide in any year such sum as might be neces- 
sary, after meeting all present claims and exhausting the reserve 
fund, to make up a profit of 3 per cent on the capital invested in 
loans. The Government also guaranteed interest at 3| per cent 
on £4J million of bonds issued by the bank. In four vearp the 

,* Report of the Royal Commission on Agriculture, para. 357* 
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bank advanced about £10 million, but over-borrowing and outlay 
on unproductive expenditure led to the failure of the scheme of 
cheap advances and a policy of foreclosure on the mortgage, with 
the sale of the land, was widely adopted against persistent defaul- 
ters. With the passing of the “five-feddan” law in 1912, the 
maximum limits for the two classes of loans were raised to £200 
and £1,000 respectively and the period for the latter class of loans 
was also raised from to 20 years. The Royal Commission add 
that cheap long-term credit to small cultivators is a blessing only 
where the cultivator is possessed of the knowledge and strength 
of character required to induce him both to limit his borrowing 
within his repaying capacity and to apply the borrowed money to 
productive purposes. 

. 232. Dawson’s Bank in Burma, which is a commercial agricul- 
tural bank and operates in the Irrawaddy delta is the only im- 
portant instance of an agricultural bank on a joint stock basis in this 
country. The Royal Commission on Agriculture have dealt with 
the working of this Bank and the causes of its success. (Vide 
paragraph 422 of the Royal Commission’s report). The Burma 
Committee have made* a very definite recommendation in 
favour of well-planned joint-stock land mortgage banks, 
for the benefit of larger land owners who are not served by 
the co-operative land mortgage banks which are essentially intended 
for the small scale cultivator. The Committee say : “Joint stock 
land mortgage banks have succeeded in many countries in supplying 
long-term credit to substantial farmers and are needed to do this 
work in Burma. But joint-stock land mortgage banks have 
nowhere succeeded in dealing with small peasant proprietors. 
Sooner or later they confine their dealings to more substantial 
classes”. 

233. The need for such mortgage institutions is particularly felt 
in provinces where the permanent settlement prevails and where* 
the estates (zamindaris) represent large investments of capital which 
are not employed in other directions owing to the security of the 
yield obtained from investments in land under the permanent 
settlement and the absence of a similar security of return from in- 
vestments in the fields of industry and commerce. At present,, 
the landowners in Bengal, as a rule, obtain credit from indigenous 
bankers, money-lenders and loan offices on mortgages. The rates; 
of interest and terms of repayment insisted on by these agencies 
are, however, onerous. Land has thus been deprived of its proper- 
credit value and it is difficult to raise funds for utilization in pro- 
ductive channels connected either with the development of the 
estates or with other lucrative industry or trade. 

234. Indeed, the Bihar and Orissa Provincial Committee have 
recommended the establishment of a land mortgage bank for that 
province under Government control and with capital initially sup- 
plied by Government, for the redemption of debts of the landlord 
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class and for financing their long-term credit requirements. The 
Committee contemplate the ultimate reduction of Government 
control to a minimum by requiring all borrowers to take up a num- 
ber of shares bearing a fixed proportion to their borrowings and thus 
giving them a voice in the management of the bank. They also 
lay considerable emphasis on the necessity for associating the officials 
engaged in land revenue administration with the Board of the 
bank, as the experience of these officials will be of the greatest 
possible use in supervising the valuation of security and in judging 
the general credit-worthiness of the borrowers. They have pro- 
posed that the bank should have its head office at the headquarters 
of the province and branches at each of the other four divisional 
headquarters. 

235. We recommend the development of well-organized joint- 
stock land mortgage banks in this country for the benefit of the 
numerous classes of landowners who cannot be adequately served by 
the co-operative credit organizations. We also commend for the con- 
sideration of local Governments whether, with a view to improving 
the economic conditions prevailing in their provinces, they should 
not take the initiative for the establishment of such banks and 
assist in ensuring the success of their operations, providing for this 
purpose a portion of the initial capital. Such action would be on 
the lines of that recently taken in England. We also agree 
generally with the recommendations of the Bihar and Orissa Com- 
mittee. We contemplate that the working funds of such institu- 
tions should be derived from both shares and debentures. The limits 
up*to which debentures may be issued should be fixed with reference 
to the conditions in each province. If, in any province, the provin- 
cial Government undertakes to guarantee the interest on the de- 
bentures issued by the bank, such debentures should be included 
among trustee securities on the same conditions as debentures of 
co-operative land mortgage banks. We do not desire to lay down 
any hard and fast rules in regard to the grant of loans as in the 
case of the latter, but we should like to lay down the principle 
that the loans should provide for a safe margin and the period 
and instalments of repavment should be fixed, as in the case of the 
co-operative banks, with reference to the repaying capacity of the 
borrower as judged from, among other things, the net income from 
the mortgaged land. 
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RURAL FINANCE— continued. 

Government. 

Working of the Agriculturists and Land Improvement 

Loans Acts. 

236. The Government provide but a very small share of the 
finance required by agriculturists by loans under the Land Im- 
provement Loans Act and the Agriculturists Loans Act, which 
are merely enabling Acts empowering local Governments to 
advance loans from State funds and to frame rules governing the 
issue of such loans. Complete figures of loans made by the 
various Governments under each of the two Acts for a year are not 
available. In fact, one of the provincial Governments, namely 
Bombay, does not keep separate accounts of the advances under 
each Act. We give below the figures furnished by the Provincial 
Committees which illustrate the very insignificant part played by 
Government in the matter of supplying rural finance : — 


(In thousands of rupees.) 


— 

Land 

Improvement 
Loans Act. 

Agriculturists 

Loans 

Act. 

4* 

Remarks. 

Assam 

7 

1,60 

Average of five years. 

Bengal 

93 

14,44 

Relating to 1928-29. 

Bihar and Orissa 

70 

8,34 

Average of five years. 

Bombay . 

13,72 
(in 1926) 

9,67 

(average of 
normal years) 

Figures for each type of 
loan not separately 
available for all years. 

Burma 

Central Areas 

20 

(ordinary year) 

1,70 

1,90 

(average of ten 
years). 

1,08 

Average of three years. 

Madras • 

12,70 

11,64 

Relating to 1927-28. 

The Punjab . i 

6,00 

11,00 

Average of five years. 


237. The Royal Commission on Agriculture in India enquired 
into the working of these two Acts. They found that on the whole 
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the working of the two Acts was satisfactory, but that steps should 
be taken to make the benefits available under them more widely 
known to the cultivators. As regards the Land Improvement 
Loans Act, the Commission came to the conclusion that the rate of 
interest could not be reduced without involving the public finance 
in loss and that the period fixed for repayment was not too short. 
They did not find that in any province the work of land improve- 
ment was restricted by shortage of funds for loans under the Land 
Improvement Loans Act ; but they proposed the appointment of a 
special staff to survey the possibilities of improvements They 
were also satisfied with the working of the Agriculturists Loans 
Act. They held that the Act must remain on the statute book 
until the spread of thrift or of co-operative credit or of both ren- 
dered it obsolete. In regard to the working of both the Acts, the 
Commission found that delay in dealing with applications was a 
frequent cause of complaint, but they added that local Govern- 
ments were fully alive to the defect. In view of what is sVated 
below we think that the working of the Acts leaves much room 
for improvement and we are unable to share the general feeling 
of satisfaction expressed by the Koyal Commission. 

238. The Provincial Banking Committees have gone more fully 
into the working of these Acts. The rates of interest charged to 
individuals on loans under the two Acts vary from 6 per cent, to 
6f per cent, in all provinces except Burma where the rate was 
as high as 12 per cent, till recently and now stands at 10 
per cent, and Coorg where it is 7 \ per cent. In Madras loans 
for relief of distress are given at 3 per cent, oiul in Bijapur 
in the Bombay presidency, loans for sinking wells are given 
at a rate which is slightly higher than 5 per cent. The Pro- 
vincial Committees generally have no recommendations to make 
in regard to the rates of interest.* The maximum period of repay- 
ment under the Land Improvement Loans Act is 35 years, bu5 
local Governments have power to fix the period by rules under the 
Act not exceeding the above maximum limit. The loans under 
the Act are in practice generally restricted to 20 years or less in all 
the provinces. The Central Provinces Committee report that 
though the maximum period under the rules is 20 years, in practice 
the period fixed for repayment rarely exceeds 5 or 6 years. The 
period allowed for recovery of loans under the Agriculturists Loans 
Act is generally shorter than that for loans under the Land Im- 
provement Loans Act. The ordinary practice in some provinces is 
to recover the loans at the next main harvest or at latest after two 
main harvests. The period is longer in the case of special loans 
for purchase of seed and for relief of distress. We do not consider 

* Two of our colleague* Mr. V. Hamada^ Panful n arid Ohowdhrv Mukht-ar 
Sinch feel that- for the beneficial administration of the Agriculturists* Loans Act 
the rates of interest must be lower than they are at present, specially in the 
case of loans dispensed in times of dishes'. 
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it to be a right policy to grant loans for improvement for a short 
period, though the rules provide that the loans might be given for 
a longer period. We think that normally loans for improvement 
should be spread over a period of years and that only in cases 
where the amount advanced is very small or the improvement 
effected is very temporary, the repayment should be required within 
a shorter period. 

230. The Provincial Committees have made various suggestions 
which may broadly be classified as follows : — 

(a) those which are intended to remove certain existing ad- 

ministrative defects, and 

(b) those which are intended to improve and extend the 

benefits available to the cultivators under the Acts. 

240. The more important of the administrative defects which 
call for remedy are summarized below : — 

(1) Delay in the disposal of loan applications and levy of illegal 
gratifications. — We recommend that Provincial Governments 
should take steps to minimize these delays and to lessen the oppor- 
tunities for illegal gratifications. We understand that the question 
of expeditious distribution has already been taken in hand by some 
of the Governments. We agree that distributing officers should 
be of some standing and should be on the look-out for cases of 
illegal exactions. It has been reported by the United Provinces 
Committee that, as a result of such exactions, the effective cost 
of a takavi loan has been estimated at not less than 25 per cent. 

(2) Insufficiency of loans . — It is reported for example that 
loans for the purchase of cattle are insufficient for the purpose and 
it has been suggested that where funds are insufficient the advances 
might be restricted to a smaller number of recipients whose need 
is greatest and that their requirements might be satisfied. We 
support this suggestion. We similarly support the recommenda- 
tion that loans should be given on a more liberal acreage rate as 
restriction to smaller amounts might involve resort to moneylenders 
at exorbitant rates of interest. 

(3) Strictiiess in realizations. — We do not approve of any laxity 
in realizations, ti c-ugli we are in favour of liberal suspensions and 
remissions when necessity arises, such as failure of crops, etc. We 
agree with Provincial Committees that dates of repayment should 
be fixed with due regard to the dates of harvest and that cattle 
loans should be allowed to be repaid in two kists instead of in one. 
Similarly, we agree that the recovery of loans advanced in times 
of distress should invariably be effected in more than one instal- 
ment. 

(4) Unfairness in realizations of joint bonds.-- When joint bonds 
are taken, we recommend that (i) the amount due from each 
individual borrower should be entered separately in the bonds, 
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<ii) every attempt should be made to realize from each individual 
the amount so shown and (iii) joint liability should be enforced 
only as a last resort and should even then be apportioned as fairly 
as possible. 

241. We give below certain suggestions made for improving and 
extending the benefits available to the cultivator from the two 
Acts : — 

(1) The facilities available are not widely known to the public. 
We recommend that steps should be taken to remove the genera! 
ignorance about the facilities of credit and the procedure to be 
followed in securing these facilities. 

(2) The Bombay Committee refer to the successful working of 
the Land Improvement Loans Act in the Bijapur district where a 
definite policy of agricultural improvements and famine protec- 
tion is being followed. The details of the scheme are referred to 
in paragraph 107 of the Bombay Committee’s report. We support 
the recommendation of the Bombay Committee that a similar policy 
should be followed elsewhere with suitable agencies for advice, 
guidance and supervision. We consider that the amount of loans 
granted under tire Land Improvement Loans Act is very insigni- 
ficant compared to the needs of the country. Although the Boyal 
Commission on Agriculture reported that the work of land improve- 
ment was not restricted in any province by shortage of funds for 
loans under the Land Improvement Loans Act, the Bombay Com- 
mittee have referred to the impression among witnesses that the 
amount that could he obtained as loans under the Act is insufficient 
and have further drawn pointed attention to the fact that Govern- 
ment have no w’ell planned policy of promoting agricultural im- 
provement by the grant of such loans. The Boyal Commission 
have suggested various w T ays in which the possibility of improve- 
ment should be examined and suggested to cultivators. We can- 
not usefully suggest anything more than draw the attention of Pro- 
vincial Governments to the recommendations of the Boyal Com- 
mission and of the Provincial Banking Enquiry Committees. 

(3) In backward tracts where the cultivators are not fitted to 
exercise the right of transfer of land and where co-operative credit 
societies cannot be successful and also in areas which frequently 
suffer from defective distribution of rainfall and w 7 ater-supply, the 
free availability of facilities under the Agriculturists Loans Act has 
been strongly recommended. We support this recommendation 
which has also found favour with the Boyal Commission on Agri- 
culture. 

242. There are various other detailed suggestions made by the 
Provincial Committees which we have not mentioned above. We 
have summarized them in the appendix to the Report and indicated 
our views on them. There is, however, one suggestion made by all 
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the Provincial Committees regarding the extent of financial assist- 
ance that is permissible or desirable under the Agriculturists Loans 
Act which we desire to refer to here. All the Committees are unani- 
mously of opinion that the Act should be confined to times of 
emergency and stress and are not in favour of using the Act more 
extensively in normal circumstances. We agree that it is out of 
question for Government to provide the whole of the loan require- 
ments of the agriculturists and that sporadic attempts on the part 
of Government to supply a fraction of such requirements are bound 
tc meet with failure. We therefore recommend that the operation 
of the Agriculturists Loans Act should be generally restricted to 
relief of distress. 

243. In respect of loans under the Agriculturists’ Loans Act 
and the Land Improvement Loans Act we should like to draw the 
attention of Government to the weighty observations made by the 
Indian Famine Commission (1901) regarding the policy to be 
followed by Government in this matter. We quote below a few: 
extracts from that Report : — 

“The importance of advances under Act XII of 1884 and 
Act XIX of 1883, is now generally admitted. It 
is necessary, however, to insist that these advances 
lose a great part of their value if they are not given 
at the proper time. Advances under the Agricultur- 
ists’ Loans Act (XII of 1884) are most profitably 
given for the purchase of seed grain for the rabi 
harvest at the very commencement of the famine, 
and again for the purchase of plough cattle and seed 
in the months of May and June in anticipation of 
the kharif sowings. The periods during which ad- 
vances may be most usefully distributed under the 
Land Improvement Loans Act (XIX of 1883) are 
less restricted ; they may with advantage be given 
until the hot weather draws to a close ; but we 
have already pointed out that they, as well as the 
advances under the sister Act, are specially required 
in the very earliest stages of the famine, as a 
measure of moral strategy and to put heart into the 
people * * * ? 

(Para. 250). 

* * * * * 

“The real justification of the policy (of Government ad- 
vances to cultivators) lies’’, said the Member in 
charge of the Bill, which became Act XII of 1884, 
h in the position of Government as the great land- 
lord of the country, and the direct bearing which the 
welfare of the cultivator has on its revenues”. But 
a wider view may be taken of the responsibilities of 
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the Government and its interest in the cultivator as 
a citizen no less than as a contributor to its revenues 
justifies it in promoting his industry. The policy of 
the Takavi Acts should not be regarded as productive 
merely, but also as protective ; and it is upon the 
protective aspects especially that we would* insist. 
We recognize the progress that has been made since 
these measures were originally introduced, but we 
are convinced that there is both scope and need for 
a further extension of the policy in its protective 
aspect on lines of greater liberality. * * 

(Para. 311.) 

We would add that the grant of advances under these Acte 
should not replace assistance for famine relief. The economic 
reactions of advancing loans under these Acts to the agriculturists 
who are affected by famine, instead of giving them relief under 
fcne Famine Relief Code, are too obvious to require emphasis. 

244. The question of distribution of takavi loans through co- 
operative societies has also been discussed by the Agricultural Com- 
mission as well as some of the Provincial Committees. In Bombay, 
advances under the Land Improvement Loans Act can be made 
only through the agency of co-operative societies in \illages where 
such societies exist. The Madras Committee have given some 
valid reasons against such distribution and the Assam and the 
Bihar and Orissa Committees have also, for reasons which are stated 
in their reports, not supported the Bombay practice. In the 
Punjab, no loans have been made by Government through co- 
operative societies in the last 5 years and the following recommen- 
dations have been made by the Provincial Committee in this con- 
nection : — 

(1) No loans should be made by Government through the co- 
operative societies so long as there are sufficient funds in the co- 
operative movement. 

(2) No loans should be made by the revenue staff to the mem- 
bers of a co-operative society without the knowledge and consent 
of their society. 

(3) This consent should not be given if co-operative funds are 
available. 

245. The co-operative credit organisations have normally suffi- 
cient funds to lend to their members and they do not require loans 
from the Government for the purpose. The societies can only 
lend to their members and it will be inadvisable to use the co- 
operative agency to advance loans to non-members on the respon- 
sibility of the society for their recovery and their proper application. 
We have, however, no objection to Government using the co-opera- 
tive societies as mere agents for distribution. Moreover, it is not 
our intention that members of co-operative societies should not be 
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permitted to avail themselves of State aid under these Acts. In 
either case it must be clearly understood that the societies should 
not be responsible for watching the application of the loans or for 
their recovery. 

Other forms of assistance to rural credit provided by 
Governments in India. 

246. As stated in paragraph 46, and in Chapters IX and X, 
Governments in India also assist in various w T ays co-operative 
organisations for the supply of credit to the agriculturist. The 
amount of such assistance has, however, been small, mainly 
because these organisations have not so far been compelled to 
curtail their activities owing to a shortage of capital resources. 

State and agricultural credit in other countries. 

247. Rural credit in almost all countries in the world has 
received, and is receiving, the special attention of their respective 
Governments. It will suffice to summarise here very briefly tire 
position in certain parts of the British Commonwealth and in the 
United States of America : — 

(1) Great Britain . — In Great Britain, the Small Holdings and 
Allotments’ Act of 1908 empowered the Government of Great 
Britain to take all the land which any individual owns in England 
and Wales in excess of 50 acres and to sell or lease it to a farmer 
or labourer. In order to help the small holders and labourers to 
purchase these holdings the Government through the County 
Councils have undertaken substantial financial responsibilities. 
The arrangement is thus described by Herrick in his Rural Credits* 

4 ‘For each small holding sold outright by the County, a purchaser 
must pay not less than one-fifth of the price in cash ; one-fourth 
may be secured by a perpetual rent charge redeemable in the 
manner provided by the English laws ; and the balance may be 
secured by mortgage to be paid off half-yearly in instalments of 
principal and interest or by terminable annuity. The longest 
credit which a County may allow on such a sale is 50 years.” 
f A large sum of money was borrowed by the Counties for 
the purchase and adaptation of these lands. The Scottish Board 
of Agriculture by the legislation of 1911 was empowered not only 
to adjust the rights of tenants on the land, but also to enlarge 
small holdings and to acquire estatesTor sub-division and allotment 
to small holders. The Government of Great Britain appropriated 
a large sum to be used by the Scottish Board of Agriculture for 
carrying on its work. The incorporation of “The Agricultural 
Mortgage Corporation Limited” in England under the Agricultural 
Credits Act of 1928 constitutes a distinct land-mark in the rural 

♦ Rural Credit! by Herrick, page 150. 
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eredit organisation of England. These measures are the result 
mainly of the recommendations of the Agricultural Tribunal of 
Investigation and the Committees on Agricultural credit. We have 
already referred to them in Chapter X of our report. 

(2) Ireland . — In Ireland since the establishment of the Board of 
Works in 1831, large amounts have been advanced to farmers for 
various beneficial purposes. Under the Land Purchase Acts an autho- 
rity known as the “Estates’ Commissioners’’ was appointed to 
enable farmers to purchase holdings. Mr. Herrick says that this body 
“is the greatest body not only in Ireland but in the world for 
using the aid and credit of the State for the purpose of enabling 
farmers to acquire real estate”. The Land Purchase legislation 
to which this betterment of rural conditions is due comprises 
a series of Acts covering a long period of years from 1869. Four- 
fifths of the inhabitants of Ireland are farmers or are engaged in 
agricultural pursuits. Practically all farmers are now owners 
of the farms they till, or else occupy them at fair rents judicially 
fixed. Recently, rural credit in the Irish Free State was the 
subject of investigation by a special Commission. Its conclusions 
must be of special value to India as agriculture occupies an 
equally predominant position in the economic life of both countries. 
The Irish Commission says : — “We believe, that the needs of the 
present situation can be most effectively met by establishing an 
institution whose duty shall be first of all to finance the needs of 
Agricultural Co-operative Societies and enterprises. To this end we 
commend the establishment of a central institution, for which we 
propose the name “Agricultural Credit Corporation”, whose duty 
it shall be to obtain from the public the funds reeded for agricul- 
ture and to lend funds for agricultural undertakings”. 

(3) Australia . — In Australia, provision is made by the Com- 
monwealth Bank (Rural Credits) Act 16 of 1925, for the dispen- 
sing of short term rural credit by the Bank. Section 7 of the 
principal Act which defines the general power of the Bank permits 
it to acquire and hold land on any tenure and Section 34 
permits the Bank to invest any moneys held by it on loans on the 
security of land. This Act created a separate Department of 
Rural Credits as a part of the Commonwealth Bank. The new 
Department is provided with ample funds from various sources to 
finance agriculture. The Treasurer is empowered to lend to it 
up to £3 millions. In addition to Ahis, 25 per cent of the net 
annual profits of the Note Issue Department of the Bank have to be 
paid into the Rural Credits Department up to a maximum of £2 
millions. Besides these sources, the Bank is authorised to raise 
money for Rural Credits by the issue of debentures up to four 
times the sums lent by the Treasurer, moneys paid out of 
the profits of the Note Issue Department and the Reserve Fund of 
the Rural Credits Department. From all these source**, the 
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Department can make advances for periods not exceeding twelve 
months to other banks, co-operative associations, and corporations 
or nnincorporate bodies specified by proclamation. The advances 
are made on the security of what is called 4 'Primary Produce * r 
which includes wool, grain, butter, cheese, fruits, hops, sugar 
and the like. 

(4) New Zealand . — In the Dominion of New Zealand, a 
“Long Term Mortgage Department* * was added to the New 
Zealand Bank by a special enactment in 1926. The Department has 
a special share and debenture capital The share capital was 
raised by the issue of shares to the share holders of the Bank, a 
third of which was bought by the Dominion Government. 
The Government get a dividend of 6 per cent, on their 
preferential shares, while the other shareholders get 7J per 
cent. Debentures may be raised up to thrice the amount 
of the special share capital and their repayment is secur- 
ed against the long-term mortgage loans, which are advanced to 
agriculturists out of this working capital. The loans are advanced 
for periods extending to 36J years on an amortization basis with 
interest at 6 per cent, plus provision for sinking fund. 

(5) South Africa . — The Union of South Africa has a dual 
system of State Banks in relation to rural and non-rural credit. 
The “South African Reserve Bank” established by the Currency 
and Banking Act of 1920, does not itself deal with rural credit. 
But a “Land and Agricultural Bank** preceded the Reserve 
Bank, having been first established by the Union Parliament Act 
18 of 1912. In the year 1926, another Act (40 of 1926) was passed 
to extend the powers of this Land Bank and to provide for the for- 
mation of a net work of what are called “Agricultural Loan 
Companies’* and “Rural Credit Societies”. This Act empowered 
the Central Board of the Land Bank to raise and use funds for 
effectively financing these agricultural loan companies, rural credit 
societies and individual farmers. Besides financing, the Central 
Board of the Land Bank renders many other valuable services to 
Rural Credit Organisations. For instance, Section 33 of the Act 
says that the Central Board of the Bank may lend to 
them the services of any of its officers or clerks and 
pay their salaries and allowances from the funds of 
the Rank and that the Bank may authorize any person approved 
by it to keep a warehouse eg* elevator, suitable for the storage of 
grain or other agricultural produce accepted hy rural societies as 
security for loans advanced. 

(6) United States of America . — In the United Slates of 
America, three distinct banking systems, namely, the Federal 
Reserve Banking Svst.em, the Federal Farm Intermediate Credit 
System and } he Federal Farm Loan System, help agricultural 
credit. The sections of the Federal Reserve Act most important 
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to the farmers are those governing the eligibility of agricultural 
paper for rediscount. Section 13 (a) of the Federal Reserve Act 
provides, subject to regulations and limitations to be prescribed by 
the Federal Reserve Board, for the Federal Reserve Banks 
discounting notes, drafts, and bills of exchange issued or drawn 
for agricultural purposes, or based upon live-stock, and having a 
maturity at the time of discount not exceeding nine months, exclu- 
sive of days of grace. 

The Federal Intermediate Credit System grants loans for 
periods not less than six months and not more than three years. 
The Intermediate Credit Banks are Government Institutions. 
Their establishment was made mandatory by an Act of the Con- 
gress and the Secretary of the Treasury was directed to subscribe 
to their capital stock in such amounts as called for by the directors 
of the banks, not in excess of 5,000,000 dollars for each bank. 
To secure additional funds, these banks are empowered to issue 
and sell debentures secured by agricultural and livestock paper. 

The loans of the Federal Farm Loan System range up to 40 
years. Funds are raised by means of debentures. The Govern- 
ment of the United States was authorised by the Congress 
(1) to subscribe to the share capital of these banks, (2) to take up 
debentures issued by these banks, (3) to pay for organisa- 
tion expenses up to 100,000 dollars and (4) to make tem- 
porary deposits for the use of any land bank. Further, the 
Federal Land banks are recognised as depositories of public money. 
The debentures of these banks arc exempt from federal, state, 
municipal and local taxes, and are trustee securities. The Federal 
Reserve System has also been authorised to buy and sell farm loan 
bonds. 

Further, under the Agricultural Marketing Act of 1929, 
Congress has made available a sum of 500 million dollars for the 
constitution of a revolving fund to be administered by the Farm 
Board and to be utilised for the grant of loans to co-operative 
associations engaged in the marketing of agricultural commodities 
and food products thereof. 

248. We have made recommendations in Chapters IX and X 
on the subject of the financial assistance that Government should 
give to co-operative organisations, including land mortgage banks. 
We have also indicated in Chapter IX the financial facilities that 
the Reserve Bank should give to provincial co-operative banks in 
connection with the financing of seasonal agricultural operations 
and the marketing of crops. In paragraph 72, we have recognised 
that a substantial development of rural credit in India can only 
follow, and cannot usefully precede, the uplift of the cultivator in 
other directions : and in Chapter IV we have advocated the adop- 
tion of a progressive and constructive agricultural policy by Gov- 
ernment. We can only hope that as the needs of beneficent rural 
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credit are found to grow in this country, the Governments will not 
be found failing in their duty to provide additional resources, if 
necessary, in order to. make such credit available to the widest 
extent. 



CHAPTER XH 


RURAL FINANCE — continued. 

COMMERCIAL BANKS. 

‘249. We have already remarked that the joint-stock hanks play 
little direct part, and the Imperial Bank much less, in the supply 
ef credit to the agriculturists. These banks do not look upon agri- 
cultural finance as part of their general business. Banks, however,, 
do finance agriculture indirectly by financing merchants who give 
advances to the small village dealers ; and some banks lend direct 
on the pledge of produce and valuables and on mortgage. This 
indirect financing by intermediaries is, however, costly, as a price 
not always reasonable has to be paid for it. A few banks lend to 
landholders and to the more substantial cultivators. 

250. The Bombay Committee have reported that the Imperial 
Bank of India has recently begun in the Bombay Presidency 
to finance big landlords on personal security with sureties, 
or on the security of produce or of gold.* The Managing 
Governor of the Bank has stated in his evidence that the 
policy of the Bank since its inauguration has been to encourage 
advances at reasonable interest against personal security with at 
least two good names supported, if possible, by the hypothecation 
of crops and also against the pledge of agricultural produce and 
gold. This policy, he observed, has not been limited to big parties 
and has been extended to all, the only condition being that the 
borrower is a reliable party and the security suitable in the opinion 
of the Bank. It is reported that considerable reluctance to pledge 
stocks was experienced due to a feeling that such a course 
entailed loss of credit and standing by the borrower ; this 
feeling is, however, being overcome and is less in evidence each 
year. The rate charged by the Imperial Bank on loans secured 
on gold ornaments is 7J per cent in the Punjab. The Managing 
Governor, however, admitted that the Imperial Bank is not 
organized to deal with the small cultivators and that in the majority 
of cases the assistance given is indirect; but he informed us that 
definite instructions had been issued to the Agents of the Imperial 
Bank in various parts of the agricultural districts that they 
should encourage the small man. Advances on gold orna- 
ments for amounts as low as Rs. 100 are made by the Bank, 
but silver ornaments are not regarded as suitable security for 
advances. In reply to a request for some comparative statement 
showing the figures of the Bank's assistance to the agriculturists 
in recent years by direct and indirect advances, we were told that 


* Bombay, para. 83, 

( 191 ) 
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it was impossible to analyse the assistance given to the agriculturists 
in this way with any degree of accuracy. The Punjab Committee 
have mentioned that the Imperial Bank has 34 outstations in the 
Punjab where advances against produce are negotiated and attempts 
are made through the godown-keepers at those places to establish 
contact with local dealers of agricultural produce. Demand drafts 
arising from movement of produce are also purchased by the 
Bank's branches. The United Provinces Committee have given 
a detailed list of the items of indirect assistance given by the 
Imperial Bank to agriculture. They are : (1) advances against 
produce to approved commission agents and dealers at all places 
where the Bank is established at rates varying from 7 to 7J per 
cent, based on the official bank rate, (2) financing the movement 
of produce from the mandis to the consuming centres, chiefly by 
the purchase of demand drafts representing the produce despatched 
from approved customers, (3) the financing of the movement of 
produce from the distributing centres to the exporting ports by pur- 
chase of drafts and telegraphic transfers drawn on port towns at 
low rates, (4) loans against gold ornaments at 7 per cent, which 
are, however, not popular in the United Provinces among the agri- 
culturists. We understand that this description of the activities 
of the Imperial Bank applies more or less to other parts of India. 

251. Among smaller banks, we understand that in the Punjab 
the Lyallpur Colony Bank with a working capital of Rs. 6 lakhs does 
50 per cent of its business with agriculturists and that the Bajwara 
Bank is experimenting in this direction. In Burma, the Dawson’s 
Bank Ltd., is the only bank organized on western lines which 
works as an agricultural bank. It does not, however, lend for 
indefinitely long periods, and of its advances amounting to nearly 
Rs. 70 lakhs, 35 to 40 per cent, are given as crop-loans. The 
principal advances are made to owners of considerable estates, some 
of whom have a paddy mill or carry on a large trade in paddy. 
In fact, the principal function of the Rangoon branch of this 
bank is the collection of deposits for lending in rural areas. In 
the United Provinces there is a small joint-stock bank in Meerut, 
which besides receiving deposits^ dealing in hundis and generally 
carrying on the ordinary business of a joint stock bank, specialises 
in financing agriculturists on the security of mortgage bonds. 
This bank has advanced no less than Rs, 35,000 in a single village 
on land mortgages, though for certain reasons connected with 
recent tenancy legislation, the profit on Ruch loans has, we are 
told, been so much reduced that the bank has suspended or greatly 
reduced this part of its business. In the Central Provinces, the 
Berar Bank Ltd., with a paid up capital of Rs. 68,200, is said 
to be doing money-lending business direct with agriculturists. It 
advances loans on promissory notes on the security offered. About 
20 per cent of the bank's clients are said to be agriculturists, 
and the maximum period of loans to agriculturists is said to be 
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three years. Its sphere of operation is, however, limited by its 
very limited resources. In Bengal the chief business of joint-stock 
banks at present is discounting of hundis, opening of cash credits 
and granting of loans against various kinds of securities mostly 
stock exchange shares and, very rarely, stocks of agricultural 
produce. In Bihar and Orissa, the smaller joint-stock banks are 
really loan offices, advancing money to the professional and agri- 
cultural classes at high rates of interest from 12 to 18 per cent 
or even 22 per cent. The bigger banks perform the usual functions 
of commercial banks, financing trade and to a smaller extent 
industry. In Madras some of the joint-stock banks give advances 
on gold, on produce and immovable property and hundis and also 
on pronotes with or without joint security. The rate of interest 
on advances against jewellery by one bank is said to be 9 per 
cent and on joint loans 10 per cent. 

252. We ha\e elsewhere recommended that commercial land 
mortgage banks on a joint-stock basis might be established 
to advance loans to larger cultivators who can give adequate mort- 
gage security. In regard to the smaller cultivators with small 
holdings and with unsound ideas of borrowing and use of credit, 
we do not think that joint-stock banks can play any considerable 
or useful part. What the Indian ryot wants is controlled credit 
^ind this can only he supplied by co-operative societies. In one 
direction, however, joint-stock banks can do some useful service. 
If they would liberally extend the system of advances against pre- 
cious metals including ornaments, the fairly well-to-do among the 
Indian cultivators would be saved to some extent from the clutches 
of the money-lender. 

253. Wc may here mention that we have been informed by one 
of the foreign banking experts that even in western countries, 
in spite of very developed branch banking, sometimes the com- 
mercial banking system becomes slower the nearer it comes to 
the agriculturist, and it stops entirely at the outskirts of the agri- 
cultural line. In Germany, for example, there is practically no 
branch of the larger banks in any town with less than 10,000 in- 
habitants, which shows that the business done by the nanks with 
the smaller agriculturist is unimportant; there are a great 
many large agriculturists, and these get credit from the commercial 
bank but only to a very small extent and even then only when the 
credit required is not a permanent one. On the other hand, as 
pointed out in paragraph 69, in some of the western countries, 
especially England, a very laige volume of rural credit is provided 
by the commercial banks. But as stated in that paragraph, there 
are special reasons in India which stand in the way of ordinary 
-commercial banks providing any substantial amount of rural credit. 
’Some of the factors which affect the security that the agricuh 
'turist can offer against loans obtained by him have alreadv been 
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dealt with in chapters IX and X. Certain other factors bearing 
on the same aspect of the problem are dealt with later on in 
chapter XIX. 


Loan Offices — Bengal. 

254. While in the other provinces joint-stock commercial banks 
were started in the sixties and the seventies of the last century r 
the development in Bengal was initially along the line of 
land mortgage banking. The first loan office was founded in 
1865 and on the 81st March 1929 there were 782 loan offices at 
work, out of which only 26 were in Calcutta and the rest in the 
mofussil. Their total working capital was about Rs. 9* 
crores. The paid-up capital is generally small. Out of 782 
loan offices, only 18 have a paid-up capital of Rs. 1,00,000 or more. 
The percentage of reserve fund to paid-up capital is very low in 
the case of most of the loan offices of recent origin. No loan office 
has issued debentures ; funds are attracted by deposits only. The 
rates of interest for deposits vary from 4 per cent for short deposits 
to 8 per cent for 7 years’ deposits. Usually the longest 
period for which deposits are received is 5 years. The 
Bengal Committee refer to some undesirable features of 
new loan companies, such as touting for deposits on which very 
high interest rates are offered. In some cases deposits have been 
accepted at 15 per cent. We are told that the authorities of a 
newly started loan office in Mymensingh were anxious to have a 
deposit of Rs. 10,000 at 24 per cent, per annum. 

255. The mn ; n business of the majority of the loan offices is to- 
lend money not only to zemindars , but also to actual cultivators. 
They rarely finance trade or industry. A few finance tea gardens. 
Loans are given not only against mortgage and pledge of ornaments 
but also against personal security. The older companies charge 
rates of interest varying from 12 to 18 per cent in the case of 
secured loans ; on unsecured loans, the rate is higher. The 
rates of interest of the newer companies for secured advances vary 
from 12 to 56 J per cent and for unsecured advances from 12 to 
112 per cent. The greater proportion of loans is advanced against 
personal security. There have been cases in which the same per- 
son has borrowed from three neighbouring offices against personal 
security. 

256. There is a wide-spread misgiving as to the likelihood of 
their failure under present conditions of general trade depression, as 
they have no reserve fund worth the name. 17 mofussil loan offices 
went into liquidation during the period 1914-1928. There are too 
many small offices and their rapid growth needs regulation. The 
Bengal Committee hold that the true remedy in the case of existing 
institutions is amalgamation, but that it is difficult to suggest any 
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practical means of compelling the offices to amalgamate. They, 
however, recommend that — 

(а) For new offices a minimum subscribed capital of 

Rs. 50,000 and a minimum paid-up capital of 
Rs. 25,000 for small banks and loan offices should be 
prescribed. 

(б) For the existing offices having a lower paid-up capital 

there should be legislation on the lines of section 4 
of the Indian Life Assurance Companies Act requiring 
a deposit of securities with Government of an amount 
by which their paid-up capital falls short of 
Rs. 25,000. 

(c) No bank or loan company should be registered in future 

with authorised capital exceeding four times its sub- 
scribed capital. 

(d) No loan office should in future make advances against 

its own shares, which is row the general practice 
among loan offices. 

( e ) At least 25 per cent of the profits should be taken to the 

reserve fund until it equals the paid up share capital. 

(/) For investing their reserve funds, loan offices in the 
mofussil should be allowed to open post office savings 
bank accounts and should imve the same facilities as 
regards withdrawals as the co-operative societies. 
The maximum holding of postal cash certificates in 
the case of the mofussil loan offices should be raised 
to Rs. 20,000, but no change should be made with 
regard to the accrual of interest on such certificates. 

( g ) The existing banks should be required to draw up sepa- 

rate balance sheets and profit and loss accounts for 
banking and subsidiary businesses. The memoranda 
of association of new companies should be closely 
scrutinized and registration refused with a view to 
preventing the evil of combination of business with 
banking. On the other hand, all such institutions 
should be regarded as banks entitling them to all the 
privileges of banks. 

( h ) The balance sheet should give more details than at pre- 

sent. Window-dressing should be prevented as much 
as possible by prescribing a fixed date for the closing 
of all books. 

(i) A special Act embodying the above-mentioned provisions 

and arming the Registrar of Joint-Stock Companies 
with wider powers of enforcing the regulations is 
necessary. 

N 2 
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*io7. We agree generally with the above recommendations sub- 
ject to certain minor modifications. We do not think it is advi- 
sable to allow a loan office to have an authorized capital up to four 
times its subscribed capital. - In our opinion, the subscribed capital 
must amount to at least one half of the authorized capital before 
the loan office is allowed to commence its business. We consider 
that the minimum of ‘25 per cent for allocation to the reserve fin d 
is rather high and would recommend that at least ten per cent of 
the net profits for the year should be taken to the reserve fund. 
We also recommend that not more than 10 per cent dividend shall 
be payable unless 25 per cent of the net profits for th e year is 
carried to the fund. We were inclined to suggest that the re- 
commendations in the two preceding sentences should have effect 
until a reserve fund is built up equal to the paid-up share capital ; 
but in view of the comparative smallness of the capital of the 
loan offices and the large amounts they obtain as deposits, we 
think it salutary to recommend that in the interests of the deposi- 
tors the compulsory allocation of 10 per cent of the net profits to 
the reserve fund may well be continued permanently. We consi- 
der that any surplus of reserves left after investing in post office 
savings banks and postal cash certificates should be invested in 
trustee securities. The difficulties regarding the purchase and 
sale of such securities which have been referred to in the Bengal 
Committee's report may be got over by utilization of the Imperial 
Bank of India which gives free transfer facilities in connection with 
such purchases and sales. 

‘253. As regards the Bengal Committee's recommendation that 
a special Act should be passed to regulate the operation of loan 
offices, we have elsewhere recommended that all joint-stock banks 
should be governed by a special Bank Act. Such of the loan 
offices a£ are well established are really carrying on joint-stock 
banking and should automatically come under the provisions of that 
Act. As regards the others, we agree that the necessity for a 
separate Act has been made out and we recommend the enactment 
of a measure to be called “the Bengal Loan Offices' Act’* on the 
lines suggested above. A period of five years should be allowed 
to enable existing institutions to take steps to comply with the 
provisions of either the special Bank Act or the new Loan Offices 
Act. In both cases, the institutions should be prohibited from 
combining trading with their banking business. The loan offices 
governed by the Loan Offices Act should also be prohibited from 
dealing in real properties other than those that come into their 
hands in the course of their business. It should further be clearly 
provided in that Act that no auditor should be eligible for appoint- 
ment to audit the accounts of loan offices if he is either directly 
or indirectly interested in the management of any loan office or 
is interested in any concern indebted to the loan office. 

259. In making these recommendations, we have been guided by 
tfce principle that the banking development of the country should 
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proceed on the basis of existing institutions as much as possible. 
We are convinced that the loan offices in Bengal are peculiarly 
adapted to meet the requirements of the small zemindars and the 
land-holding and agricultural classes in that province. To ensure 
the re-organization and development of these institutions on sound 
lines, we also think it necessary that a special officer should be 
appointed by the Bengal Government for the first few years at 
least of the working of the Loan Offices Act, whose duty should 
be to supervise and to gjve sympathetic guidance to them. 

260. One of our colleagues, Mr. N. B. Sarker, has submitted 
a note in connection with the position to be occupied by the loan 
offices hereafter in the Indian banking sphere, which is printed 
as an annexure to this chapter. We recommend that the Gov- 
ernment of Bengal and the Provincial Legislature should examine 
Mr. Sarker’s note fully with a view to devise a scheme to render 
to the loan offices such assistance as may help them to improve 
their present position and bring them into line with the other 
sound and well organized members of the banking system. We are 
of opinion that any steps that can feasibly be devised to increase 
the utility of these institutions with a view to extending their 
operations in the field of commercial banking deserve the fullest 
support of the provincial Government. 

NiDiUi s and Chit Funds in Madras. 

261. There were 228 Nidhis in the Madras Presidency on the 
31st March 1929, specially in the Southern and West Coast 
districts, of which 123 were in Coimbatore district alone. 
The objects of these Nidhis are described as the facili- 
tation of savings, the relief of members from old debts, deliverance 
from usury and accumulation of a fund for special loans and for 
various other purposes, e.g., ceremonials, maintenance, purchase 
of jewels, house-building. These loans are given on good security 
to members but in some cases, if there is a surplus, loans are also 
given to outsiders. The receipt of deposits is not usually a primary 
object, the funds being raised chiefly by subscriptions to share 
capital. 

The characteristic of a large number of Nidhis is that of a 
terminating society of members w 7 ho contribute monthly an amount 
which is available for loans to members. But this characteristic 
lias now largely disappeared. In some Nidhis monthly subscrip- 
tions to share capital has been replaced by a recurring deposit 
and a fixed small share capital which may or may not be with- 
drawn. 

The lending rates of the Nidhis are generally low. But they 
levy high penal rates payable on overdue amounts and much of 
the profits arise from this source of income. The newer type of 
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Nidhis which are developed specially in the Coimbatore area, 
charge higher rates on their loans and the rates of 12 to 15 per 
cent are not unusual among them. 

The share capital of these Nidhis is about Bs. 2J crores. 
Their deposits and reserve funds amount to another 1J crores. 
Thus all the Nidhis handle about Rs. 4 crores. 

All these Nidhis are registered under the Indian Companies Act. 
Some of them are now < arrying on the business of banking and are 
indistinguishable in most respects from an ordinary small joint- 
stock bank. 

The articles of association of these Nidhis are in conflict with 
the provisions of the Indian Companies Act in respect of the with- 
drawability of the share capital. The Madras High Court have 
held that the liability of their members continues even after the 
withdrawal of share capital, because share capital cannot be with- 
drawn under the Indian Companies Act without the consent of the 
Court. The Madras Committee say that many of the Nidhis are 
excellently conducted, while some are open to very serious criticism. 

There is a great deal of variety in the constitution and working 
of these Nidhis. They partake of the nature of mutual benefit 
societies and joint-stock banks and sometimes of the Chit funds 
(vide para. 263) which are mere loose associations of a small num- 
ber of people. 

262. The main questions that arise for our consideration are : — 

(a) Should Nidhis be allowed to take withdrawable share 

capital ? 

( b ) Should the members of these institutions be permitted 

to borrow on their share capital? 

(c) If the Nidhis are allowed to obtain working capital in 

the form of share capital paid up in a number of 
small instalments, should members be compelled 
to pay a certain percentage on allotment of shares? 

(d) Should the liability of the member be limited to the 

amount of the share money actually paid or in 
arrear in respect of the shares, or should his liability 
cease with the withdrawal of the share capital? 

(e) Should they be allowed to open current accounts and 

permit their members and non-members to operate 
upon them? 

*263. The Chit funds have arisen from two legitimate demands 
in villages under conditions of defective credit arrangements, 
namely, 

(1) the necessity for a lump sum to meet “some unusual” 

expenditure, and 

(2) provision of a form of saving. 
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For the different types of Chit funds we invite a reference to 
paragraph 482 of the Madras Committee’s Report. 

While there are many properly run funds we are told that 
the system is open to abuse and is actually abused in a great 
number of cases. The Madras Committee consider that effective 
control will probably result in a number' of the Chit funds suspend 
ing their business. They recommend that the control should take 
the form of registration which should be optional and that without 
a certificate of registration no civil court should entertain any suit 
on' behalf of any Chit or a member of it. 

2(34. We have cafefully considered the recommendations of the 
Madras' Committee and we have also examined the model rules 
of the English Building Societies on which the Nidhis are largely 
built. Our recommendations which follow in the main the 
practice of the English Building Societies are as follows : — 

(1) The Nidhis and Chit funds in Madras should be con- 

trolled by a special Act of the Madras Legislature 
called the “ Nidhis and Chit Funds Act” ; 

(2) Suvh of the Nidhis as have evolved themselves into full 

fledged banks should come under the general Indian 
Bank Act if they so desire ; 

(3) The idea of the Nidhis transforming themselves into 

co-operative societies and coming under the Co- 
operative Societies Act is not favoured ; 

(4) But if Nidhis do not register themselves either under 

the Bank Act or the Madras Nidhis and Chit Funds 
Act and prefer to register themselves under the 
Indian Companies Act, they should fully comply with 
the provisions of that Act in regard to the with- 
drawability of share capital and other matters in 
respect of which their present practice is not in strict 
conformity with the provisions of that Act. 

265. As regal ds the detailed provisions of the proposed Madras 
Act, we are of opinion that the Nidhis may be allowed to retain 
their characteristic features in the provisions of the legislation re- 
commended above, especially in regard to the following points : — 

(i) Nidhis should be permitted to take withdrawable share 

capital and to lend on their share capital as at pre- 
sent. In such cases Nidhis should not be allowed 
to take deposits or loans from outsiders. 

(ii) Nidhis should not be permitted to trade. 

(iii) They may be allowed to obtain working capital in the 

form ct share capital paid-up in a number of small 
instalments and their members need not be compelled 
to pay a certain percentage on allotment of shares. 
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(iv) The liability of the members should be limited to the 

amount of share money actually paid or in arrear in 
respect of shares and should cease with the withdrawal 
of share capital. 

(v) Nidhis may be allowed to open current accounts for 

members on condition that they maintain adequate 
reserves for payments on demand. 

(vi) Adequate provision should be made in the Act for the 

proper audit and publication of balance sheets of 
Nidhis. 

We also recommend that promoters of Chit funds should be licensed 
and the provincial Government should consider whether a property 
qualification should not be prescribed for the grant of such licences. 
Each Chit fund must be separately registered in accordance with 
the rules to be made under this new Act. 
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ANNEXURE. 

Note by Mr. N. R. Sarker on Loon Offices in Bengal . 

1. The loan offices, which are small joint-stock companies, are* 
deeply rooted in the economic life of Bengal, and any picture of' 
the present banking organisation of the province would be, incom- 
plete, and any scheme for the future development defective, with- 
out a proper understanding of the important role which these loan- 
offices play in the economy of Bengal. They have attracted th^ 
savings of a large proportion of the middle class population, and 
such banking facilities as are available in the rural areas are iargely 
due to them. 

2. It is my opinion that these loan offices serve a useful pur- 
pose even as at present, by catering chiefly to the various needs 
of the middle class salaried people, and also of the agriculturists^ 
and I think that they could be made still more useful if their 
operations were to be extended to trade and industry as well. 
Their methods doubtless require to be overhauled and brought into- 
line with modern banking principles to a greater extent than at 
present, so that they might adapt themselves to new lines of busi- 
ness arising out of the needs of Iccal trade, industry and agricul- 
ture. Their services might also be utilized in fostering banking 
habits in the people, thereby in turn, facilitating the establish- 
ment of various institutions designed to serve the special needs of 
different sections of the people. 

3. The time has come when the loan offices should adjust 
themselves to the new conditions and growing requirements of the* 
province. They should endeavour, wherever possible, to assume 
more and more the character of commercial banking institutions 
and take upon themselves mainly, if not exclusively, the task of 
financing the movements of internal trade. Some of them might 
well continue their present activities, such as lending to the agri- 
culturists and the zemindars on the mortgage of land, but they 
will have to modify many of their methods, such as, for instance, 
lending for long periods out of short-term deposits* Again, some* 
of them may well be expected to cater still more to the needs of 
the middle class and salaried people bv undertaking functions' 
analogous to those of the Building and Friendly Societies iri* 
Europe and America. 

4. A study of the various credit needs of the people of the pro- 
vince! impresses one with the desirability for development of the 
loan offices along these lines. The economic activities of thtf 
people, whether in the fields of trade, industry, or agriculture, call 
urgently tor the Support of adequate financial facilities. They 
demand special measures for the initiation of separate type# 
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credit agencies suited to the requirements of each class. There is 
need for credit institutions to assist the diverse economic develop- 
ments; there is need for Agricultural and Land Mortgage Banks 
to help the agricultural class and encourage production from the 
land ; there is need for Industrial Banks to assist in the foundation 
and growth of small Indian industries : and there is need for com- 
mercial banks to finance adequately fhe movement of goods. Fur- 
ther there is need for credit institutions which will cater to the 
consumptive needs, as opposed to l he productive needs, of the 
people, thereby relieving their dependence on usurious money- 
lenders. All these requirements may be met effectually by a suit- 
able reorganisation of the loan offices into specialised groups, 
determined by the credit requirements of their clients, the condi- 
tion of their investments, and the extent of business available to 
them. 

5. The immediate problem for solution, however, is how the 
present position of the loan offices may be strengthened and im- 
proved. For this purpose it is necessary to investigate the reasons 
underlying their difficulties. As a rule, the loan offices, except 
the very recent ones, conduct their activities with a reasonable 
degree of caution, maintaining a due proportion of capital and re- 
serve in comparison to their total deposits; but, owing to certain 
local conditions, their loans have to be made mainly to middle 
class people and agriculturists, all of w r hom arc directly dependent 
on agricultural prosperity for the liquidation of their indebtedness. 
Consequently during the general depression of the last two years, 
the position of the loan offices has become somewhat difficult, 
since many of them have invested a large proportion of their funds 
on the security of landed properties, mostly agricultural. Even 
whiere good personal security has been available, it has been found 
difficult to realise loan owing to the economic condition of the 
borrower being imparied by dependence on agricultural income. 

6. The older institutions numbering about 400 which together 
command a working fund of approximately Rs. 7 crores, out of an 
estimated total of Rs. 9 crores for all Ihe loan offices, follow, as a 
rule, an extremely cautious policy in investment. It is true that 
investments are not liquid but bad investments have been few. 
The investments, however, of even these older institutions have 
wow become more or less “frozen” for the reasons stated above, 
and it is strongly felt that any measure devised to thaw the frozen 
assets of the loan offices w T ould not only enable the loan offices 
to meet the demands of depositors but it would also give a great 
impetus to the development of commercial banking in rural Bengal 
fcy giving the loan offices an opportunity of re-organising their 
working methods on sounder principles. 

7. These considerations suggest the need for a financing corpo- 
ration, as a sort of “apex” institution. It would enable them to' 
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convert their “frozen” assets into cash for investment gradually 
in more liquid forms of industrial and commercial securities, and 
it would greatly facilitate the desired re-organisation of the pro- 
vincial banking system by inducing the gradual transformation of 
these loan offices into nuclei of a commercial banking system, of 
the urgency of which' I am convinced. In endeavouring to esti- 
mate the total amount of funds that would be required to render 
this service, we should remember that it is not necessary nor desir- 
able that ah the loan offices should give up their land mortgage 
business in favour of commercial banking, and consequently, in 
such cases, no assistance would be needed. In other instances, 
again, the loan offices would themselves be able to realize, in a 
reasonable time, a fair proportion of their outstanding loans. 
Therefore, the total relief required from the proposed finance cor- 
poration may be estimated at Rs. 2 crores, as against the total 
invested funds of these loan offices estimated at about Rs. 7 crores. 
Even this amount would not he necessary all at once and the pro- 
gramme of relief may be spread over a period of four or five years, 
at about forty to fifty lakhs per annum. 

8. The financing corporation may be floated with an initial 
paid-up capital of, say, Rs. 5 lakhs contributed mainly by the loan 
offices themselves. In addition, debentures of twenty times the 
amount of capital may be issued on the security of the loan 
offices. This initial capital may gradually be augmented by a 
contribution of 5 per cent, of the amount paid to the loan offices 
from the debenture issues, while again the enhancement of capital 
by this device may be made the basis of further debenture issues. 
The share capital and reserve funds of the chief loan offices of 
Classes I to IV (as described in paragraph 433 of the Report of 
the Provincial Committee) is just over Rs. 1 crore and these can 
easily subscribe 5 per cent of this amount without much difficulty. 
The cash in hand and with banks belonging to these classes is also 
about Rs. 1 crore. Even if there be any difficulty in their sub- 
scribing the initial capital of the corporation in full, their influence 
over their clients and the high degree of popular confidence enjoyed 
by them would enable these loan offices to induce private investors 
to take up the unsubscribed portion of the shares in a little time. 

9. It would be the duty of the corporation to scrutinise care* 
fully the assets of the loan offices applying to it for advances, 
and of course it should lend only to those whose assets prove entire- 
ly to its satisfaction. It may lend to the loan offices on the security 
of their general assets, or take over specific assets and pay to the 
loan offices part of the amount lent by the latter against such 
assets and issue debentures on either of them. In the former 
case, the activities of the loan offices might be prejudiced by the 
fact that the would-be depositors may feel reluctant to entrust 
their money to a bank whose entire assets are under a first charge* 
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but in any case, there would be good security for those investing 
in the debentures of the Corporation. To make the debentures 
attractive, the interest may be as high as 7 or 7£ per cent. The 
Insurance companies, the exchange banks and successful Indian 
joint-stock banks can be made to interest themselves in the issues 
in the same way as in industrial ur agricultural debentures, but 
within reasonable limits, and it should not be difficult to get the 
debentures tak,en up. 

10. Assuming that the proposed rate of per cent, interest for 
the debentures of the corporation is accepted, as the rate of in- 
terest generally charged on secured loan made by the loan offices 
is between 12 and 18 per cent. (para. 439 of the Provincial Com- 
mittee’s Report), this would give ample margin for working 
expenses and declaring a suitable dividend to shareholders. It 
may even contribute towards reduction of interest rates on loans 
at the time of renewals. 

11. Some assistance from the Government will be necessary 
to ensure the success of the financing corporation. They will 
have to take the initiative in starting the institution and hold a 
preliminary enquiry to satisfy themselves that the debentures pro- 
posed to be issued by the corporation are adequately secured. 
The Government may also render direct financial help by them- 
selves purchasing certain blocks of debentures and they may also 
undertake the supervision of the working of the corporation to 
keep within sound and safe lines. This would naturally increase 
the confidence of the general public in the proposed institution. 

12. One development that may be expected is that the financial 
corporation would be in a position to influence loan offices to 
re-adjust or re-organise their affairs, or effect amalgamations. 
Thereby, they could be led to develop into commercial banking 
institutions adhering strictly to canons of sound banking practice. 
The establishment of warehouses and the adoption of other devices 
calculated to develop a bill market as recommended by the Com- 
mittee would help greatly in the process. 

13. The loan offices would act as agents of the corporation 
for collecting interest and instalments of the loans on the security 
of Which the debentures would be issued. They may also be 
used for popularising industrial and land mortgage debentures; 
in fact, it our proposals regarding the financing of agriculture 
and ijiduBtry work out successfully, the loan offices could be 
made, so far as Bengal is concerned, to fulfil further a very useftrt 
function. The facilities proposed to be provided through the 
corporation Would, with the development of fresh lines of invest- 
ment, enable a large number of loan offices to find an expanding 
field for their activities in short term finance. 
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14. I do not overlook the fact that, in the initial stages at 
least, the loan offices may have some difficulty in financing trade 
and industry owing to lack of experience. Such a contingency is 
inevitable in the initial stages of any enterprise but much of the 
difficulty may be obviated by the careful study of recognised 
methods of commercial banking, by the appointment of a special 
officer to act as advisor, and by consultation and conference among 
the loan offices themselves. Fresh avenues will have to be 
explored for the employment of the funds of the loan offices 
increasingly in the financing of trade, and progress in this direc- 
tion would be accelerated by the corporation having a special 
department for the encouragement of such activities. 

15. The management of the loan offices lies at present in the 
hands of directors who are mostly lawyers. However competent 
the present directors may be in their own profession, they gene- 
rally lack commercial and banking experience. If, therefore, the 
loan offices are to develop on commercial lines, it is highly desir- 
able that their management should be associated also with traders, 
merchants and aratdars whose interests these banks should more 
and more tend to serve. This is necessary, also because such 
businesslike men at the head would be able to inspire confidence 
among the general public and would also tend to attract invest- 
ments suitable for commercial banking. 

16. It is probable that some of the loan offices would prefer 
to continue iheir present system of long-term investments in land. 
Though we have proposed elsewhere the formation of special land 
mortgage banks, with initial support from the Government, there 
can certainly be no objection to private joint-stock banks also 
undertaking similar activities. Blit, the experience of the exist- 
ing loan offices definitely points to the inadvisibility of utilis- 
ing short term deposits for these purposes. It should, therefore, 
be clearly laid down that those of the loan offices which may 
decide to adopt a policy of long-term credits should have a corre- 
sponding volume of long-term deposits from their clients. If 
necessary, they should supplement their own funds — paid-up 
capital and reserves — by the issue of long-term debentures. 

17. In this connection, it is also necessary to consider the 
feasibility of linking these loan offices to the provincial joint- 
stock land mortgage bank which I have advocated and which 
the committee has accepted. By this method, such loan offices 
as may lack sufficient funds, and also have not raised the neces- 
FRjy fund by their own debentures, would be enabled to find the 
funds for both their old and new requirements. The financing 
corporation recommended here may be amalgamated with the joint 
stock land-mortgage bank proposed for the big landowners and 
-others if and when found necessary. 

18. We have yet to consider a further category. Rome of the 
smaller loan offices that may not be able as separate units to 
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conform to the conditions of the proposed Loan Offices Act, may 
yet be fit to combine into larger units, thenceforward developing 
on the lines of commercial banks as visualised in the previous- 
paragraphs. But, I am sure that there will still be a demand for 
facilities for wage earners, salaried men and middle class people, 
for purposes for which it is not possible for the latter to approach 
the commercial banks and which make it necessary for them to 
resort to money-lenders. I suggest that many of these loan 
offices might develop along new lines, and would do well to follow 
the lead of the Friendly Societies and Building Societies of 
England, America and the British Dominions, a short description 
of which may be useful. 

19. The Building Societies in the countries mentioned, perform 
a very useful social function in that while encouraging the move- 
ment for thrift among the middle class population, they help the 
latter in building, purchasing and redeeming houses. The extent 
of the benefit which these societies confer on the community can 
be .best realised from their popularity. In 1928, there were in 
the United States about 13 thousand such societies with a member- 
ship of 12 millions and assets of 8,000 million dollars, while in 
1929, in England more than one thousand societies with members 
numbering about a million and a half had about £300 million as 
assets. The earlier building societies were usually formed on 
co-operative principles, but later on the ordinary joint stock form of 
organisation has gained in popularity. The loan offices of Bengal, 
have so long been carrying on functions somewhat similar to those 
of the Building Societies of the West, and they will very easily 
be able to conform to such laws and regulations as may hereafter 
have to be formed for the purpose. 



CHAPTER XIII. 

BUBAL. FINANCE— contd. 

Marketing and movement of crops. 

General Conditions. 

266. The fact that India itself is the main market for her agri- 
cultural produce makes the marketing problem a very important 
factor in rural finance. From the Provincial Committees’ reports^ 
it may be computed that the value of total agricultural produce 
of British India amounts roughly to Bs. 1,200 or Bs. 1,300 
crores. The pre-war figure for 1913-14 is given as Bs. 1,100 crores 
roughly by Wadia and Joshi ( vide Wealth of India, page 98). 
Out of it the value of the produce exported out of India amounts- 
roughly to Bs. 200 crores, if coffee, tea, vegetables and fruits 
are included in agricultural produce (figures are taken from Trade 
Review from 1928-29). This proportion, however, between internal 
consumption and export appears to be lower than that given in 
the statement submitted by the Indian delegates to the World 
Economic Conference oi 1927. According to this statement* 
India’s “total exports represent only 1/3 1th of her total pro- 
duction” (vide page 63 of the Beport of the Conference). Not- 
withstanding this dependence of the Indian producer almost 
entirely on the internal market, we find — and our finding has the 
support of the Provincial Committees and other authorities — that 
there is no “orderly marketing” in India and that the Indian- 
producer markets Ins produce under very disadvantageous condi- 
tions. The Boyal Commission on Agriculture which recently in- 
vestigated the matter sav at pages 388 and 389 of their report : — - 

“From all provinces we received complaints of the dis- 
abilities under w T hich the cultivator labours in selling 
his produce in markets as at present organized. Ik 
was stated that scales, weights and measures were 
manipulated against him, a practice which is often 
rendered easier by the absence of standardised weights 
and measures and of any system of regular inspec- 
tion. Deductions which fall entirely on him buk 
against which he has no effective means of protest 
are made in most markets for religious and charitable 
purposes and for other objects. Large “samples” 

’ of bis produce are taken for which he is not paid 
even when no sale is effected. Bargains between 
the agent who aetR for him and the one who nego- 
tiates for the purchaser are made secretlv under & 
( 207 ) 
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cloth and he remains in ignorance of what is happen- 
ing. The broker whom he is compelled to employ 
in the larger markets is more inclined to favour the 
purchaser with whom he is brought into daily contact 

than the seller whom he only sees very occasionally. 

***** 

The disabilities described in the preceding para- 
graphs can only be removed by the establishment of 
properly regulated markets and we hold that the 
establishment of such markets would confer an im- 
mense boon on the cultivating classes of India”. 

To the above catalogue may be added another disability, viz., 
4ihat even after prices are settled, at the time of weigliment the 
jprice is still further cut down by refusal to take delivery on the 
.ground that the quality is inferior. The Madras Committee refer 
to the complaint that the bulk of tobacco grown in certain districts 
.in Madras is bought by one firm for its own use, and that the 
ryots are said to be suffering from various disabilities such as 
waiting interminably at the place where the tobacco is inspected 
.and purchased, and being offered in the end prices not always 
reasonable. Dr. Thomas in a dissenting minute has said that 
the attempts of the Committee at getting information from 
the Tobacco Company proved futile. 

267. The conditions of external marketing of India’s agricul- 
tural produce are not less disquieting. Several witnesses have stated 
before us that the reputation of Indian agricultural produce is 
very low. Dr. D. Clouston, who was deputed by the Imperial 
Council of Agricultural Research to the British Industrial Fair, 
recently reported his impressions to the Council. In his report 
•dated the 25th March, 1930, he states: — 

“The reputation of Indian agricultural products in the 
world’s markets is low. The price paid by consumers 
in Europe for these products is based very largely 
on that reputation and this reacts unfavourably upon 
the price received by these cultivators who have 
improved the quality of their produce.” 

Dr. Clouston proceeds to point out that India’s high grade 
products are not sufficiently advertised and that therefore some of 
the firms in European markets hold that India csnnct produce 
high grade wheat and other products. He also gives facts and 
"figures to disprove this false notion and pleads for better organi- 
sation. The result is that the efforts made in India to improve 
the quality of agricultural produce by the introduction of improved 
methods and improved strains of seed bear no fruit, as the producer 
•of purer and better qualities does not get a better price in the 
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markets. The Boyal Commission on Agriculture have stated the 
position in these words at page 398 of their report : — 

“The incentive to grow the improved varieties introduced 
by the agricultural departments is pro tanto diminished 
if the cultivator fails to obtain the full premium 
justified by their superiority over those ordinarily, 
grown. Again, he has little incentive to market his 
produce in the best possible condition unless that 
condition is recognised in the price he gets for it.” 

268. The foreign banking experts have pointed out* the 
intimate relation that exists between the export market and the 
home market and have suggested that if steps are not taken to 
organize India’s exports in such a way as to meet the modern re- 
quirements of world trade, there will be an inevitable reaction on 
the internal market to the great detriment of the cultivator. We 
are told that in other countries the banks engaged in the financing 
of the export trade render invaluable assistance by supplying their 
customers with information regarding the foreign markets and 
of the prevailing prices and that the existing institutions which 
finance the foreign trade of India which are almost entirely non- 
Indian have not taken any steps in this direction. Further even 
in articles like tea, coffee, and rice, in which India has a large 
export trade, we understand that there are no brands by which the 
Indian articles are known in the foreign markets. The defects 
due to want of standardization and organization are obvious. 

269. These statements about the disabilities of the Indian pro- 
ducer in marketing his produce are more or less borne out by the 
several Provincial Committees’ reports. A few extracts will suffice 
to illustrate the position. 


Bengal . 

The Bengal Committee have observed as follows in regard to 
lack of standards of quality : — 

“By far the greatest difficulty in marketing lies in the 
absence of definite standards of quality which often 
disorganises the jute market in Calcutta entailing 
enormous losses on the Indian merchants who import’ 
jute from the mofussil centres. Jute is generally 
classified into five grades or standards known &s Nos. 
1, 2, 3, 4 and rejections. But the specifications with 
regard to length, gloss, colour and strength appertain- 
ing to each grade are made to vafy from year to year 
and sometimes even in course of one single season. 

♦ Af»p©ndix I, Enclosure XIV. 

O 
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This variation in the specifications is stated to be 
brought about in order to depress the prices. Some- 
times the prices are brought down by another means 
without altering the specifications. When the season 
for jute opens the mills or rather their purchasers 
start buying operations on certain agreed specifica- 
tions as to the standards of the different grades, 
but after the season advances a little, purchases of 
the top grades are suspended by a concerted action, 
with the result that later in the season the quality 
of jute which could have been tendered according to 
the agreed specification against a higher grade has 
in fact to be tendered against lower grades, for it 
could not be sold otherwise. Several witnesses have 
estimated the loss of the growers resulting from this 
variation of grade specifications, as amounting to 
several crores of rupees. The loss which arises from 
such manipulation of standards falls no doubt on 
the Indian jute dealers in Calcutta in the first ins- 
tance, but we think that it is partially shifted over 
to the cultivators as well/’ 

They therefore proceed to recommend “that the standards 
should be made definite by some special legislation on the lines 
of the American Cotton Standard Act, and that any difference 
arising between the buyers and sellers should he settled by a 
Statutory Arbitration Board, including representatives of both the 
parties/’ The matter is dealt with in paragraph 287 of our Report. 


Bombay. 

The Bombay Committee point out that some of the practices 
in unorganized markets such as fixing prices secretly and reduction 
of prices on the ground of alleged inferior quality, act to the 
detriment of the agriculturist. The Committee also refer to the 
diversity of measurements which makes it impossible for a culti- 
vator or merchant to know whether he is getting the same price 
as is paid to cultivators and merchants elsewhere. 


The Punjab. 

The Punjab Committee report that the ordinary market is 
dominated by the trader, and the cultivator has no voice in the 
control of market arrangements, no say in the fixing of market dues, 
no representation on market panchayats and little or no means 
of ascertaining outside prices. In both villages and markets the 
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cultivator ig defrauded by the use of inaccurate weights and scales. 
As an instance, it is stated that 42J seers of cotton are taken to 
be equivalent to a maund. The Provincial Committee also 
examined 1407 scales and 5907 weights and found that out of these 
69 per cent of scales and 29 per cent of weights were incorrect. 

United Provinces. 

The United Provinces Committee enumerate the following 
defects in marketing : the use of a variety of local weights and 
measures, false weighment, the levy of a number of incidental 
charges and imposts, the absence of grading and secret settlement 
of prices. In paragraph 261 of their report they refer to the 
practice in a novel form of the well-known evils of cornering and 
dumping ; they say that there is some evidence to show that 
exporting firms are occasionally guilty of dumping agricultural 
produce to facilitate purchase at lower prices. 

270. More than one Provincial Committee have adverted to the 
fact that the agricultural produce is forced on the market at 
certain periods in such a way that the farmers fail to obtain the 
best price. There seems to be little doubt that financial 
pressure — the need of ready money to meet rent, revenue and 
other seasonal charges and pressure from creditors — is one of the 
chief causes which impel fanners to release their produce in an over- 
fed market for what it will fetch. In this connection it may be 
noted that the Punjab Committee recommend that the recovery of 
land revenue should not be effected at one and the same time 
throughout the province, but should be distributed over different 
areas in different months, llow far this suggestion will help the 
cultivator has not been the subject of investigation elsewhere. The 
financial pressure to which the cultivator is subject also exhibits 
itself in the phenomenon that the cultivator in many cases sells, 
almost immediately after production, even such produce as is 
required for his consumption. He either buys it again in a dear 
market or obtains it bv way of loan in kind from the village 
merchant or trader. 

Finance for marketing and movement of produce. 

271. Some of the Provincial Committees have taken marketing 
to comprise the process of transporting and selling produce by the 
farmer and have distinguished it from trading which begins when 
the produce has been handed over to a merchant. But this 
distinction has not been observed by all the Committees and con- 
Biderable overlapping is found between the sections dealing with 
marketing and internal trade. This is not surprising as strictly 
speaking marketing covers “all the activities involved from the 
time the product leaves the producer until it reaches the consumer 
The essential and ordinary functions of marketing according to 



CIUHT.fl XIII. 


*12 

the preliminary report of the International Institute of Agricul- 
ture and other writers on Agricultural economics are : — 

(0) Collection and assembly. 

(b) Transportation. 

(c) Wholesale distribution. 

(d) Retailing. 

(«) Risk-bearing. 

(/) Financing in all stages. 

*(a) Collection and assembly. — The cost of this function will 
be minimized by specialisation of agriculture in a district as opposed 
to diversification, by standardisation, and grading and uniform 
packing. The formation of co-operative sale societies by farmers 
will be useful in securing economy in these operations. 

( b ) Transport. — Transport may fall into several stages of which 
•the following may be mentioned : — 

(1) from the rural areas to the railway station, 

(ii) from the railway station to the terminal point, and 

(iii) from the terminal point to the urban consignee. 

Some instances of how farmers economize in the first 
item are mentioned by the Provincial Committees. A large 
percentage of the cotton growers of Berar bring the cotton 
in their own carts. In Burma, the cultivator often takes part 
in transportation and is paid for it. The third journey is usually 
in the hands of the wholesale and retail dealers who can reduce 
costs by increasing efficiency. The cost of the second journey 
is beyond the control of farmers, but large-scale collecting agencies y 
private or co-operative, may be able to secure cheaper rates than 
small disorganised groups of consignors. Costs can also be 
reduced by standardisation, grading and uniform packing. We 
have referred to the useful part that the railways can play in 
encouraging the movement of agricultural produce by giving con- 
cessional freight rates for its movement in Chapter IV. 

( c ) Wholesale distribution. — The cost may be reduced by large- 
scale operations and by organisation of consumers* co-operative 
societies and by standardisation and grading. 

(d) Risk-bearing . — Fluctuations in prices give rise to important 
marketing risks and may be controlled by orderly marketing, by 
proper treatment of surpluses, by collection of agricultural statis- 
tics and dissemination of correct information to farmers and by 
tariffs and subsidies. Co-operative societies of producers may also 
regulate production. 

; ♦Forth© analysis of tho various functions we are indebted to * Agricultural 
Economics’, bv G. O’Brien. 
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Such fluctuations are violent and unnatural when in a market 
where forward trading is in vogue, large quantities are dealt in 
on paper without such sales being backed by actual commodities. 
Organized forward trading centres run on approved lines — with 
the approval of the governments concerned if necessary — would 
control such reckless operations. Raids, both bull and bear, in 
forward markets are undesirable in the interest of orderly market- 
ing. 

(e) Financing . — This is as important as ; if not more important 
than, any of the other marketing functions. The farmers require 
finance to enable them not to unload their stuff all at the same 
time and thus depress prices. The wholesale and retail dealers 
all require finance to carry on their functions. 

272. Assuming the existence of a given price, the farmer’s profit 
will be affected by the cost of all the marketing functions includ- 
ing the price paid for finance. We wish to emphasise that every 
part of the marketing process is a link in a continuous chain and 
that the strength of the chain depends on the strength of all its 
parts. The Provincial Committees have rightly dealt with all 
aspects of marketing so as to give a complete picture. When 
it comes to making recommendations, we as a Banking Com- 
mittee are concerned only with one aspect of the subject, viz., 
finance. But we cannot deal with the question in a satisfactory 
manner without expressing our views on the other factors which 
promote orderly and profitable marketing of agricultural produce. 
Without attempting a detailed examination of these factors, we 
express our concurrence with the following recommendations of 
the Royal Commission on Agriculture in Indiif, and the various 
Provincial Banking Enquiry Committees, for improving and orga- 
nising agricultural marketing : — 

(1) Improvement of transport facilities including rural com- 

munications. We must not be understood to mean 
that we recommend an indiscriminate substitution of 
bullock carts by motor lorries. 

(2) Lowering of railway freight rates and grant of other 

railway facilities. 

(3) Establishment of regulated markets under provincial 

legislation on the general lines of the Berar and 
Hyderabad (Deccan) Market Acts. 

(4) Standardization of weights and measures. 

(5) Adoption of measures to secure improved quality of pro- 

duce by organization amongst buyers and traders, 
and to guard against adulteration. 

(6) Fixation of standards and grades of commodities. 

(7) Promotion of co-operative sale societies an fl other suitable 

organizations for purposes of sale. 
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(8) Holding of auction sales by agricultural departments to 

ensure increased price to the cultivators who produce 
improved varieties. We advocate that the Govern- 
ment should not make any profit for themselves from 
such sales. 

(9) Carrying out of market surveys 

(10) Appointment of expert marketing officers on the staff 

of the Agricultural Department who should be able 
to understand the language of the market and be con- 
versant with the customs connected therewith. 

We should, however, like to make a few observations in regard 
to some of the recommendations mentioned above. As regards rail- 
way facilities, we understand that there is no guarantee at present 
as to when a consignment of agricultural produce is likely to be 
delivered and that it often happens that by the time the articles 
are received at the place of destination the prices have gone down 
considerably. This uncertainty has to be guarded against by the 
traders and it is therefore not only cheap railway freights but also 
quick movement of produce that requires consideration at the 
hands of the railway authorities. 

As regards standardization of weights and measures, we would 
invite the attention of Provincial Governments to Note ‘G’ in the 
Report of the Punjab Provincial Banking Enquiry Committee 
which gives the results of the enquiries made by the Board of 
Economic Enquiry into the accuracy of weights and scales in 
certain districts. We think that it is not only necessary for Pro- 
vincial Governments to undertake legislation for standardizing 
weights and measures, but it is also incumbent upon them to see 
that everything is done to ensure that false weights and measures 
and consequent fraud are rooted out. It has been seriously com- 
plained that laxity in this matter has brought about a state of affairs 
where it is possible for a trader to make irregular profits by mani- 
pulating the weights and scales, using one set for buying and 
another for selling the produce. 

Adulteration is undoubtedly an important factor which affects 
the market for, and the price of, the produce. The demand for 
Tndian agricultural products will receive a serious set-back un-' 
less effective action is taken to prevent adulteration by every 
agency through whose hands they pass. With regard to the 
adulteration of milk and ghee, to the evils of which the Royal 
Commission on Agriculture have drawn pointed attention, the 
existing laws seem to be ineffective in so far as they penalize such 
adulteration only when the article used is mixed with things which 
are injurious to health. Adulteration of dairy products will drive 
away the genuine products out of the market and thus affect the 
dairy-farming industry. 
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273. We now proceed to treat in some detail the financial 
aspect of marketing. The first point which requires notice in 
this connection is the system of advances on crops which is pre- 
valent in some parts of India and has a very intimate bearing on 
marketing. The general feature of this system is that in many 
places not only do the advances carry high rates of interest, but 
they also put the borrowers under an obligation to sell their 
produce for less than the anticipated market price. The following 
are some instances : 

(i) In Orissa rice merchants sometimes make advances to the 
ryots direct. No interest is charged if there is a contract for 
delivery at a particular price and on a fixed date. But if the con* 
tract is for delivery at the market price at the time of delivery, 
interest at 12 to 18| per cent is charged, or less if the quantity 
involved i6 large. 

(ii) It is said to be a common practice in Madras for ryots 
to take loans on condition of repayment at the harvest. It is 
usual, where the lender is a shopkeeper or merchant, to have a 
stipulation that the crop shall be sold at a rate, sometimes pre- 
arranged, but more frequently at the prevailing market rate or 
5 per cent less than the prevailing rate. In the case of the small 
ryot, this acts to the detriment of his interests as he has practically 
to agree to the merchant’s terms. The more substantial ryot, on 
the other hand, can decide when to sell his produce, and as he has 
some knowledge of the market, lie is able to secure a fair price for 
his produce. 

(iii) In Bengal, in places where the system of dadan prevails, 
it is said that the cultivators cannot avail themselves of a free 
market for their produce. Sometimes, the advances carry interest 
from 24 to 75 per cent and the rate at which the grower binds 
himself to sell is often lower by 10 to 25 per cent than the anti- 
cipated market rate. 

(ivj In Burma, it is stated that in one or two districts the 
lenders compel borrowers to sell the produce to them, but that 
generally the current market price is paid. The reason for the 
stipulation is said to be the lender’s anxiety to prevent the borrower 
from spending his money before paying his debts. 

(v) In the Bombay Presidency, money is advanced to the sugar- 
cane growers on the security of the crop, with a condition that 
the gur must be sold through the money-lender. But sales are 
ordinarily effected by public auction and it appears the money- 
lender can secure by this system only the commission which would 
otherwise go to some other commission agent. 

(vi) In Bihar and Orissa, two kinds of advances are in vogue 
in respect of sugarcane crops : — 

(a) Advances of a large amount per acre at a more advanced 
stage of growing, carrying interest at 12 per cent, and 
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(b) Advances of a small amount per acre at an earlier stage 
of growing, carrying no interest, but counterbalanced 
by other advantages to the lender. 

In both cases the crop is to be delivered to the lender and the 
price is the rate of the season and the cultivator appears to get 
the fair market price. 

(vii) In the case of jute in Bihar and Orissa, when the price 
is low, the ryots take a small sum as earnest-money for which the 
lender who is the buyer of jute gets merely the first refusal. The 
producer is free to sell as and when he deems fit and is said to be 
well informed as to the Calcutta price and its probable trend. It 
is reported that the system of advances is no longer considered 
profitable to the lender and that its discontinuance is contemplated. 

(viii) A system of advances carrying a liability to sell the pro- 
duce through the lender is also reported among cotton and sugar- 
cane growers and flower and ghee dealers in the United Provinces, 
and the producers are said to obtain for their produce less than 
they would have got if they had been free to market the produce 
themselves. 

(ix) It is reported that in regard to marketing of cocoanuts, 
in 25 per cent of the sales in Bihar and Orissa, the growers 
«,re given advances which' carry no obligation at all, but carry 
interest at 12 to 15 per cent per annum. 

(x) Small planters in Coorg who have borrowed from local 
money-lenders do not get the market price, but only a definite per- 
centage or amount below that price. 

274. A second point brought out in the Provincial Reports relates 
to the effect of the cultivator’s indebtedness on the marketing of 
his produce, even if the cultivator does not borrow specifically for 
raising the crop. The Bengal Committee report that the cultivator 
who is indebted is always pressed heavily by the creditor imme- 
diately after harvest, for the latter knows that if the debtor does 
not pay after selling his produce, it will not be possible for him 
to pay till the next harvest. The effect of this pressure is so 
great that the borrower is compelled to sell his produce as quickly 
as he can, and if all sell at the same time, the price naturally 
comes down by competition. The Punjab Committee think that 
in ordinary circumstances, the seller should naturally be prejudiced 
by being in debt to his dealer if only because equality cannot 
subsist between debtor and creditor, but the evidence before 
them suggests that the disadvantage to the seller is less than is 
generally supposed and that it tends to diminish with improved 
communications, spread of education and knowledge of market 
rates. 

. 275. We have carefully considered the hardship caused to the 
cultivator by the practices referred to in paragraphs 273 and 274 
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above. In the ease of crops intended for export, adequate 
remedy for these evils will not be forthcoming until arrangements 
are made for orderly marketing. But the organization of co- 
operative sale societies which can advance money to the cultivators 
and enable them to avoid being forced to sell their produce at un- 
favourable rates will go a great- way to help the cultivators in the 
case of crops intended for internal consumption. We therefore re- 
commend that co-operative sale societies should be established 
wherever there are reasonable chances of their successful working. 
We do not recommend that such societies should purchase their 
members’ produce outright, but we recommend that they should 
continue the present practice of acting as agents to producers for 
the sale of their produce. It is desirable for the present that these 
societies should deal only with the produce grown by the members ; 
but if in any particular locality the society is competent to deal with 
non-members’ produce, there cannot be any objection to such a 
course. We shall refer to these sale societies again later on. 

276. The next point that may be noticed is the practice of the 
sale of standing crops. It is said by the Bombay Committee that 
a small percentage of agriculturists sell their standing crops of 
cotton, either for want of money or for speculation. The mango 
crop in Bombay is almost invariably sold when it is on the trees 
and sometimes even before it is actually* seen in blossom. The 
crop is usually purchased by contractors who pay part of the price 
immediately after the bargain is struck and the rest in instalments 
when the crop is gathered. The same practice is reported in 
regard to marketing of oranges in Coorg. We do not think that 
any useful action can be taken in this connection. 

277. We now come to one of the more important aspects of 
marketing finance, namely, the interest charges paid by the various 
middlemen for obtaining the necessary finance for moving the 
crops forward. The following summary from the Provincial Com- 
mittees’ reports will be found interesting : — 

(i) Assam . — Some beparis have their own capital but others 
are financed by bigger beparis and aratdars. Occasionally culti- 
vators with sound security, who lend to fellow villagers on condi- 
tion of repayment by handing over of crop, borrow from Marwaris 
at 18 to 24 per cent, to re-lend at higher rates. The village maha- 
jans who make advances to growers of produce work partly on 
their own capital, and partly on loans obtained at 9 to 12 per cent 
from Marwaris and other merchants in towns on the understanding 
that the former will make over their crop to the latter. 

(ii) Bombay. — Village or itinerant dealers in cotton, petty traders 
in tobacco and rice, and contractors for fruits and vegetables, get 
their finance mostly from town merchants, shroffs and commission 
agents and pay high rates of interest which compel them to offer 
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low prices to cultivators. The rate paid by traders in tobacco, 
for instance, varies from 18 to 24 per cent. Commission agents 
have to pay from 9 to 12 per cent to local bankers when they 
themselves have to borrow. A large class of merchants and 
traders, it is stated, now remain outside the sphere of business- 
of the Imperial Bank of India and joint-stock banks owing to 
the following causes, viz ., disinclination to pledge stocks with 
banks, rigidity of the regulations governing advances by banks 
against the security of goods in the godowns of banks and publi- 
city given to such advances. 

(iii) Bengal. — The finance is generally supplied by traders who, 
in addition to providing their own capital, occasionally obtain loan* 
from money-lenders and indigenous bankers on hundis in respect 
of produce which is exported. The mercantile firms of Calcutta 
finance the movement of produce through their purchasing agencies 
and branch offices in the mofussil centres. In the case of inde- 
pendent purchasers, the finance is furnished by the money-lenders 
or by aratdars. The wholesale dealers of Calcutta obtain accom- 
modation generally by borrowing on personal credit and they also 
grant credit to their clients in the same way. In rare cases, rail- 
way receipts and bills of lading are used as security for advances 
by banking institutions. 

(iv) Burma. — Dealers are financed by Chettiyars, Dawson’s 
Bank and the Imperial Bank of India on the security of agricul- 
tural produce. The rate of interest generally charged by Chettiyars 
is 1*2 to 24 per cent, per annum, the usual rate in the busy season 
being 21 per cent. But in the case of advances required for the 
marketing of ground-nuts, the interest charged varies from 15 to 
30 per cent. 

(v) Bihar and Orissa. — The prevalent system of marketing 
finance is for the export houses and commission agents to raise 
money from their own banks or from the Burra Bazar at Calcutta 
and to finance the up-country traders or goladars who have no large 
capital of their own. The latter in turn finance the small beparis 
and village money-lenders who buy outright from the cultivators for 
cash or credit already advanced. As an illustration of the 
interest rates paid, it may be mentioned that in the case of lac, 
arhatias through whom paikars sell lac to factories, charge the 
paikars 12 to 24 per cent. The Calcutta arhatias to whom the 
factories sell their product offer the same kind of accommodation 
to the factories as the local arhatias give to paikars. The goladars 
and the big grain merchants are also occasionally assisted by the 
Imperial Bank of India and the joint-stock banks, but it is said that’ 
assistance is given on such strict conditions regarding security 
that it is rarely availed of. In one town the goladars were found 
willing to pay 9 per cent on advances from indigenous bankers 
rather than pay 7J per cent to joint-stock banks. 
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(vi) Central Provinces . — The middlemen in the Central Pro- 
vinces are normally financed by the indigenous bankers and money- 
lenders, the rates of interest charged being 37J per cent per 
annum. When advances are taken for the whole season, the rate 
is about 15 per cent. The wholesale merchants generally work 
with their own capital and if they want credit, they borrow from 
banks or indigenous bankers on the security of their goods, keeping 
these in the godowns of the lenders. 

< vii) Central Areas . — Commission agents in the mandis charge 
6 to 7£ per cent, to the bigger agriculturists and village dealers who 
store produce with them for short periods. 

(viii) Madras . — The middlemen supplement their resources 
by borrowing on short-term credit from joint stock banks, which 
discount hundis and bills, and from indigenous bankers and money- 
lenders, who lend money by discounting hundis and also on pro- 
notes or personal credit. Loans and cash credits can also be 
obtained from the Imperial Bank of India but two signatures are 
required on pronotes in such cases by the Bank Act. The Impe- 
rial Bank of India also discounts hundis and grants loans on pro- 
duce. A great deal of the produce loans is said to be ill the hands 
of the Imperial Bank and the indigenous bankers do not appear 
to do much business on this basis. The reason is that the mer- 
chant ean get loans from the Imperial Bank on this security at 
rates far below the ordinary lending rates of interest of the 
money-lenders. The urban co-operative banks also play a minor 
part and a tew of the nidliis which do ordinary banking business 
lend for this purpose. The indigenous bankers lend at higher 
rates of interest on personal credit. 

(ix) Punjab. — The commission agent works mainly with his 
own capital supplemented by deposits attracted from relatives and 
neighbours. The smaller agent obtains advances, if required, from 
the bigger agents at 9 to 12 per cent interest. The larger com- 
mission agents borrow from the indigenous bankers and commercial 
banks at 6 to 9 per cent according to the security offered. When 
the security is grain, the rate is 7 to 7J per cent. When it is house 
property, the rate is 9 per cent. In the slack season rates are lower 
and are 4 to 6 per cent. Large sums are now advanced by 
the Imperial Bank of India against produce, possession of which is 
taken. Before an advance is made, the applicant’s financial position 
is carefully enquired into and also his general trustworthiness, and 
on the results of the enquiry a maximum credit limit is fixed and 
an advance is made. Generally, advances are allowed up to 75 per 
cent of the value in the case of grain and up to 70 per cent in the 
case of cotton. In the event of a fall in prices, the margins are 
maintained either by adding to the produce stored or by repaying 
a part of the loan. Advances against produce are also given by 
the Allahabad Bank, the Central Bank of India, the Punjab 
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National Bank and the Peoples Bank of Northern India. 
The last two find it difficult to compete with the rates charged by 
the Imperial Bank of India. The Amritsar Sugar and Grain 
Association also grants advances at rates of interest varying from 5| 
to 7J per cent and up to 80 per cent of the value of the produce. 
In addition, godown rent has to bo paid. The Imperial Bank’s 
rates for financing cotton in godowns are said to be higher than 
those for grain because money is dearer during the cotton season 
and insurance rates are higher, most of the insurance companies 
in fact refusing to insure cotton when stored in factory compounds.. 
Consequently the Bank’s advances are almost entirely confined to 
cotton stored outside the factory. 

(x) United Provinces. — The burden of marketing finance falls 
on the pucca arhatia who borrows from his shroffs or bank 
at rates depending on his financial position, the volume of his 
business, and his relations with the shroffs or bank. In the case of 
goods which he stores, he pledges them with banks or bankers. 
The methods of the indigenous bankers are found to be more 
favourable than those of organised banks, as the former are gen- 
erally satisfied witli a smaller margin and even forego it in some 
cases. They are also content to have merely the key of the godown 
in which the arhatia stores the goods, whereas the commercial 
banks want to put their own lock and sign-board over the godown. 

278. The methods employed for obtaining financial accom- 
modation also deserve mention : — 

(a) When goods are sent from one middleman to another, 

funds are generally drawn by means of darshani 
hurulis which are either supported by railway receipts 
or are clean. Banks generally prefer hundis support- 
ed by receipts since their risk is thereby reduced, but 
some consignees insist on railway receipts being sent 
direct to them either as a matter of prestige or to 
take an advance to pay the hundi or to save demurrage. 
The use of usance bills has become less common in 
recent years. 

(b) Some of the Provincial Committees report that the small 

beparis and village money-lenders who buy agri-r 
cultural produce from the cultivators make their 
purchase mostly on a cash basis. If these beparis 
and money-lenders require any addition to their 
capital for this purpose, they in their turn get actual 
cash from urban centres from larger traders or urban 
money-lenders. This arrangement does not admit of 
a direct contact with the money market. If the use 
of hundis could be encouraged in connection with 
these transactions, such hundis might be discounted 
in the money market and the rates oi interest paid 
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for accommodation for the movement of crops might 
thereby be lowered. . 

279. After studying the position as presented in the reports of 
the various Provincial Banking Enquiry Committees, we have come 
to the following conclusions : — 

(a) The popular belief that the middlemen and the small 

merchants perform no useful functions is erroneous. 
Most of the Provincial Committees have found that 
the charges made by them are not exorbitant. 

(b) We are told that the disinclination on the, part of 

merchants and traders to pledge stocks with banks 
is gradually disappearing. We think that in their 
own interest merchants and traders should entirely 
abandon their present attitude and take all steps that 
are possible, to use the liquid goods in their possession 
for getting cheaper accommodation from banks. It 
would be a great help to agriculture if joint-stock 
banks and the Imperial Bank of India would 
adopt a still more liberal policy in the matter of grant- 
ing advances against agricultural produce in godowns. 
th in connection with advances by banks on the secu- 
rity of agricultural produce^ and the promotion of the 
use of bills with a view to securing to the middlemen 
engaged in the trade financial accommodation at 
cheaper rates of interest, it is necessary to provide for 
facilities for storage accommodation in various 
parts of the country. If storage accommodation is 
provided in independent warehouses, receipts given 
by these warehouses may be used as credit instru- 
ments on which accommodation may be obtained. 
The provision of storage facilities would also give the 
cultivator and seller of produce more freedom to hold 
it up if the price were unsatisfactory or if any cir- 
cumstances arose which made such a course desirable. 

Godowns and Warehouses. 

280. We recommend that Provincial Governments, should con- 
sider the desirability of advancing long-term loans at concessional 
rates of interest to co-operative societies to build godowns in centres 
which provide good markets. We are aware that in Madras the 
Provincial Government already grant loans for this purpose up to a 
limit of half the amount spent by the societies, not exceeding 
Es. 2,500 in each case. We are informed that only a few godowns 
have been constructed in tin’s manner and that the slow progress 
is due to the fact that the rate of interest charged on loans by the 
Government is heavy and the charges for storage accommodatipn 
are high owing to the expensiveness of construction and its utiliza- 
tion for only a few months in the year. We suggest that the type 
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of godowns constructed in future may be on a less expensive scale 
consistent with safety and that where the godowns cannot be used 
for the whole year, the possibility of hiring a godown may be tried. 

281. We fully realize that the main difficulties in connection 
with storage and warehousing would be grading and mixing of 
stocks of different parties, though it is possible that this difficulty 
would not arise m the case of warehouses made use of by the larger 
merchants. We find it stated in the Report of the Punjab Pro- 
vincial Banking Enquiry Committee that the cultivator has a 
rooted objection to pooling and that this objection alone is a serious 
obstacle to the scheme of warehouses. We feel, however, that 
experiments should be made at selected centres, and that the 
benefits of standardization, grading and pooling should be brought 
home to the agriculturist by this means and by propaganda and 
education, as the warehouse receipts would be welcomed in the 
money market and would be a very effective means for cheapening 
the rate for marketing finance. We should like to note that 
similar difficulties existed in Canada as late as 1907, but have been 
overcome by educative propaganda and experience of the services 
of warehouses. We, therefore, recommend that the question of 
providing warehouses by private agencies and licensing them^ and 
the provision of capital for their construction, be taken up by Pro- 
vincial Governments. The Imperial Council of Agricultural 
Research might also co-ordinate the efforts of the Provincial 
Governments in this matter which is materially connected 
with marketing, a subject coming within the purview of 
the work of the Council under its constitution. We re- 
produce in an annexure to this chapter a copy of the draft 
Bill of (the late) Mr. B. F. Madon for the establishment of 
such warehouses. We commend the provisions of the draft Bill 
for the consideration of the Provincial Governments. We agree 
with the United Provinces Provincial Banking Enquiry Committee 
that provision should be made in any future legislation regarding 
warehouses to the effect that the warehouseman should not be per- 
mitted to deal in, or lend money, on goods of any kind which he 
receives in his warehouse, either in his own account, or that of 
others; to buy or sell others’ goods on credit, or to act as a 
guarantor of such business. The object of this provision is to 
remove any temptation in the way of the warehouseman tb tamper 
with the goods in his custody or to exercise undue influence on 
the depositor to sell his goods to him. We also suggest that in 
connection with any scheme for the establishment of warehouses, 
Provincial Governments should give careful attention to the follow- 
ing details : — 

(i) Any person who is licensed as a warehouseman should be 
of recognized integrity and should have business ability to run a 
warehouse. There should be a licensing board in each province 
for the grant of licences, which would consist of one Government 
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officer and a number of representatives of local business inteiests, 
including agriculture especially for up-country areas. Smail local 
licensing boards may have to be appointed for some divisions of 
the provinces, e.g., Gujerat, Deccan, etc. 

(ii) The warehouseman should have a reasonably substantial 
-capital. If on the other hand he hires the warehouse, he should 
deposit with Government a substantial amount, in cash or securi- 
ties. The security deposit should, however, not be so exorbitant 
us to drive out private enterprise. 

(iii) In areas where grading of produce is done, it is neces- 
sary that there should be representatives of the growers on 
ihe licensing board. In such cases, Government should ensure the 
availability of trained and certified graders and the warehouseman 
will be required to employ only such graders. 

(iv) All produce stored in the warehouse should be insured 
against fire and other accidents. 

(v) The licensing authority should be empowered to decide 
among other things the following matters : — 

(a) Classification of commodities into perishable and non- 

perishable articles, articles deteriorating with lapse of 
time and non-deteriorating articles, and the appor- 
tionment of the risk of damage between the ware- 
houseman and the owner of the produce in regard to 
the class of articles. 

( b ) The apportionment of risk between the warehouseman 

and the owner of produce of any damage arising from 
riots and civil commotion. 

282. As some Provincial Banking Enquiry Committees have 
suggested that Government should examine the possibilities of 
starting railway warehouses in the chief centres of trade, we 
brought the suggestion to the notice of the Kailway Board and 
also discussed the matter with their representatives. The Kailway 
Board were also kind enough to furnish us with an estimate of the 
cost of provision and working of warehouses at certain selected 
railway centres. These will 'be found in Appendix III in the 
volume of Written Evidence. While the Kailway Board state 
that they are anxious to do all in their power to help the trade 
of the country, they consider that the proposal for the 
establishment of railway warehouses would necessitate a detailed 
investigation so that the full implications might be made clear. 
In view of the importance of the subject from every point 
of view we should urge upon the Government that a detailed in- 
vestigation of the problem in all its aspects should be undertaken 
by the Kailway Board and that the railways should be asked to 
start experiments at selected centres, as we believe that such ex- 
periments will be of considerable benefit to the country. 
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We also discussed with the representatives of the Railway 
Board the question of the railways allowing private enterprise to 
provide and work warehouses in the vicinity of railway stations 
and we have been kindly furnished by the Railway Board with a 
copy of the terms of the lease that would be acceptable to the rail- 
ways. The Railway Board’s letter furnishing these details is also 
included in the Appendix referred to above. There are two items 
in those terms which, from the point of view of promoting private 
enterprise in the direction desired by ys, seem to call for some 
remarks. It is stated that on the termination of the lease any 
buildings, works, etc., upon the land leased may be purchased by 
the Railway administration, and if not so purchased, should be 
pulled down and the material removed from the land by the lessee 
at his own expense within two months. We consider this most 
unsuitable for promoting private enterprise and that, at a minimum, 
the terms should be altered somewhat on the following lines : — 

Tf the lease is terminated by notice given by the Railway 
administration , any building on the land constructed 
by the lessee shall be purchased by the Jiaihvay 
administration at the current market price of 
the building, to be valued by an impartial party in 
case of difference between the Railway administration 
and the lessee. On the other hand, if the notice is 
given by the lessee himself, and the Railway admi- 
nistration are not willing to purchase the building 
themselves as above, the lessee would be at liberty 
to sell the building to any other person subject to the 
approval of the Railway Board which approval shall 
not be withheld unreasonably. 

Where railway land is not available and a warehouse is provided 
on privately owned land at some distance from the railway goods- 
shed, it is stated that a railway siding, if practicable, will be pro- 
vided on the usual “assisted siding” terms. In view of the im- 
portance to the agriculturist and the trader of the provision of 
accommodation for the storage of their produce, we trust that the 
terms for the provision of the railway siding will be more favour- 
able than the usual “assisted siding” terms. 

283. The subject of railway warehouses leads us naturally to 
a consideration of the question of railway receipts, i.e., receipts 
granted by the railways for the transport of goods from one place 
to another. In connection with the marketing of produce, we 
have referred to the use to which these railway receipts are put. 
They are either attached to the huntlis or drafts on the purchaser 
of the goods, or are sent to the consignee to enable him to raise 
an advance on the security of the receipts with which to pay 
the hundis or drafts when they arrive. At present these receipts 
'are not negotiable or transferable. They do not give either a 
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full or a correct description of the goods. They are not also in 
the same position as bills of lading as, with the passing of the 
Indian Contract Act, the provision of the Factors Act making 
pledge of documents of title to goods equivalent to the pledge of 
goods has been abrogated. The decision* of Justice Waller of the 
Madras High Court* clearly enunciates that banks do not get 
safe security in the shape of a railway receipt which is endorsed 
to them. Without going into all the legal complications involved 
in the interpretation of the sections of the Indian Contract Act and 
the new Sale of Goods Act, we recommend that a railway receipt 
should be placed by the legislature on the same footing as a bill 
of lading, This will despense with various devices that have been 
suggested to make the railway receipt a valid security, such as 
the pledgor addressing a letter to the railway company advising 
the company that he has transferred his interest in the goods to 
a bank, the bank in forwarding the pledgor’s letter instructing 
the railway company to hold the goods to-its order and the rail- 
way company being prepared to accept such instructions. We also 
recommend that railway receipts be made negotiable and that the 
railway authorities should issue instructions that the receipt should 
give as full a description as possible of the goods covered by it. 

Marketing Boards. 

284. We are indebted to Mr. A. P. McDougall, one of the 
foreign banking experts, for an interesting memorandum on 
Marketing’. Two suggestions in that memorandum have im- 
pressed us considerably. They are the establishment of a market- 
ing board and of a jute control corporation. Mr. McDougall 
recommends a central marketing board with provincial branches. 
We regret we cannot accept this suggestion in the precise form in 
which it has been put by Mr. McDougall, as such an arrangement 
would not fit in with the constitution. The marketing boards 
should, in our opinion, be on a provincial basis and proposals for 
their establishment should be examined by Provincial Governments 
in connection with the creation of regulated markets by provincial 
legislation as recommended by the Royal Commission on Agricul- 
ture. 

The ‘ marketing board will have many important duties to 
perform. It would be one of its functions to bring about the 
co-operation of the various interests in the building of godowns 
and warehouses throughout the province. In consultation with 
the co-operative authorities, the board would assist and support 
the promotion of co-operative marketing. The board might also 
help in the marketing of products of cottage industries. . Tt 
will be one of the main duties of the board to make 
a survey of the conditions which govern the marketing of the 
various products from the ryot to the final market. In fact by 

* Judgment delivered on the 7th January 1930 in Gfricial Assignee of 
^Madras vertua Mercantile Bank of India. 
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standardising tod organising \ihe country’s supplies of agricultural 
produce, the marketing board would help the agriculturist to get 
a full and adequate return for his production. The marketing 
surveys that we have recommended will be made under its super- 
vision, and the marketing officer, we have proposed, will be closely 
associated with this board. 

285. We realize the necessity for some agency to co-ordinate 
the activities of the provincial marketing boards particularly in the 
case of agricultural produce which is intended for export from the 
country ; but, as stated above, we do not consider it desirable, to set 
up any Central Marketing Board with administrative control over 
the provincial boards. Such assistance as may be given by way of 
advice and research may usefully be furnished by the Imperial 
Council of Agricultural Research and we understand that the Council 
intend to have a separate section to deal with these problems. If 
it is found later that the work of this separate section has grown 
and a separate department is necessary, we have no doubt that 
that department will come as a matter of course. 

Jute Control Corporation. 

286. Mr. McDougall has also recommended the establishment 
of a jute control corporation. He considers that jute is the only 
crop of any magnitude which under the existing conditions lends 
itself to such a form of control as would ensure a stabilized price 
to the grower. The corporation would have “powers to fix prices 
for the raw material, to eliminate unnecessary costs of distribution 
to control output, and if necessary to undertake distribution and 
effect all payments”. It should have a capital provided by the Pro- 
vincial Governments in the jute-growing areas and its manage- 
ment should be in the hands of a directorate constituted on certain 
prescribed lines so as to include representatives of all the interests 
concerned. For further details of the working of the scheme, we 
would refer to Mr. McDougall’s memorandum. We have given 
considerable time and thought to the consideration of this proposal 
for the stabilization of price and the regulation of production of 
jute. We admit that there are several good points in the scheme, 
but without consulting all the interests involved in a propose of 
this kind it is not possible for us to support the particular scheme 
or to put forward an alternative one. We recommend that the 
Governments concerned should examine the matter in the light of 
Mr. McDougall’s proposals and introduce an arrangement which 
may be suitable for all interests affected. We also consider that 
in any scheme which may be evolved in the future, the following 
points may be considered : — 

(1) The share capital of the corporation should not be wholly 
subscribed by Government but should come from the 
producers, the business interests and the State, the 
share of the State being gradually diminished as I he 
other interests can replace it. 
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(2) The settlement of a fair price for the produce cannot be 

left to the management of the corporation but there 
should be an independent and impartial body to 
undertake this task. 

(3) The producers must under any circumstances have ade- 

quate representation on the management of the cor- 
poration so that their interests in it may properly be 
safeguarded. 

(4) We do not approve of the scheme of representation sug- 

gested by Mr. McDougall in the constitution of the 
board, and we particularly hold that there is no need 
for representation for overseas interests. The details 
of the composition of the board will have to be worked 
out in connection with the scheme as a whole and 
steps will have to be taken to ensure that no parti- 
cular interests preponderate on the board and to 
provide for the representation of the State, if neces- 
sary. 

(5) For the successful working of the corporation, it is 

necessary that both its constitution and its functions 
should be provided for by statute. 

(6) It is essential to have a preliminary survey of jute pro- 

duction in the three provinces of Bengal, Bihar and 
Orissa and Assam. 

(7) The question whether in case of restriction of jute any 

lands which are released from jute can be used for 
growing other crops is a matter which will require 
the attention of the local Governments which will, if 
necessary, consult the Imperial Council of Agricul- 
tural Besearch. 

(8) The Jute Committee recommended by the Royal Com- 

mission on Agriculture, which we have reason to be- 
lieve will be appointed in the immediate future, will 
no doubt deal with these and other matters. 

287. In paragraph 269 we have quoted from the report of the 
Bengal Provincial Banking Enquiry Committee their opinion that 
the absence of fixed standards results in considerable loss to 
growers of jute. We consider it important that early steps should 
be taken to remove this disability ; and we should like to observe 
that it is one of the principal reasons why we advocate the estab- 
lishment of a jute corporation on sound lines as early as possible. 
We recognize, however, that even if prompt action is taken by the 
Goverriments concerned in the matter, it will take some time 
before the scheme materialises. In view, however, of the great 
importance to the producer that the standards should be fixed as 
early as possible, we further recommend that the local Govern- 
ments concerned should take prompt steps for the fixation of pro- 

p 2 
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per standards of jute. These standards may be revised later on 
when a corporation, on the management of which both the buyers 
and producers will be represented, comes into existence. 

288. The Bengal Committee have pointed out that the East 
India Jute Association has been established with a view to impart 
a steady tone to the movements of the price of jute but that its 
present .constitution and working have not achieved the purpose. 
The Committee have, therefore, recommended that a properly 
organised futures market should be established by legislation. We 
think, however, that if action in the direction contemplated in the 
preceding paragraphs is taken , there will be no necessity for consi- 
dering the recommendation of the Provincial Committee. 

Chambers of Agriculture. 

289. We have, in the previous chapters referred at many places 
to the unorganized state of agricultural finance, production, and 
marketing. We are strongly of opinion that the producer should 
have a jorum in which agricultural opinion on all these matters 
is focussed and crystallised into well-thought out programmes for 
the advancement of the industry. In many countries, e.g., 
Germany, the agriculturists meet in Chambers of Agriculture for 
discussion of questions of common concern. We are impressed 
with the need for the establishment of such Chambers and the 
usefulness of their activity. We consider that such Chambers of 
Agriculture might, with considerable advantage, be established on 
a provincial or regional basis. 

Co-operative Sale Societies. 

290. The following statement gives some statistics regarding 
membership and capital of the co-operative sale societies as on the 
30th June 1930.* 


— 

1 

Number 

of 

Socie- 

ties. 

Member- 

ship. 

In thousands. 

Share 

Capital 

and 

Reserve. 

Depo- 

sits. 

Loans. 

Total 

Working 

Capital. 




Rs. 

Rs. 

Rs. 

Rs. 

Ajmer Merwara . 

2 

140 

10 

1 

27 

38 

Assam . • 

2 

131 1 

2 

. . 

8 

10 

Bengal 

108 

31,606 

8,18 

68 

39,40 

48,20 

Bihar and Orissa 

2 

60 

3 

e e 

3 

6 

Bombay 

81 

15,142 

6,14 

2,01 

6,03 

15,08 

Burma • 

31 

2,141 

2,51 

30 

1,20 

4,01 

Central Provinces 

7 

775 

19 

52 

12 

83 

Delhi 

Not furnished 






separately. 





Madras 

73 

1 5,201 

120 

9 

3,61 

4,90 

North-West Frontier 

Not furnished 





Province. 

separately. 





Punjab . %. 

26 

4,765 

401 

1,39 

1,84 

724 

United Provinces 

42 

2,436 

20 

10 

24 

54 


* The dates vary with reference to the Co-operative year in each province t 
the latest figures available are given. 




RURAL FINANCE — MARKETING AND MOVEMENT OF CROPS. 229 

291. According to the reports of Provincial Committees the 
position in regard to the growth and success of these societies is as 
follows : 

(i) Assam. — In order to create a favourable market for the 
grower of jute, the Nowgong Co-operative Sale Society was started 
in 1927. The business was not a financial success owing to insuffi- 
cient capital ; lack of business experience on the part of the manage- 
ment ; inability to grant advances to cultivators to extricate them- 
selves from the grip of the Marwaris; and, finally, disloyalty on 
the part of the members. 

(ii) Bombay. — On the 31st March 1929 there were 28 cotton 
sale societies and 31 other sale societies and the total value of pro- 
duce sold through them was over Rs. 730 lakhs for the year 1928- 
29. We are told that the societies have been successful. The 
cotton societies supply seed to members, arrange for ginning and 
grading with the assistance of the Agricultural Department and for 
sale by auction or by private treaty. As a further step in market- 
ing, ginning factories have been started and their work has been 
co-ordinated with the sale societies. It is said that no difficulty 
has been felt in regard to the supply of finance. Some societies 
levy a fine for disloyalty on the part of members. 

(iii) Bengal. — Co-operative sale societies have been established 
in many centres in Bengal, dealing in commodities like paddy and 
jute but, with rare exceptions, they have not yielded the expected 
results. The jute sale societies have resulted in failure. 

(iv) Bihar and Orissa. — Two experiments were made in co- 
operative marketing in Bibar and Orissa and both of them resulted 
in disastrous failures. 

(v) Central Provinces . — Experiments made in co-operative sale 
societies or adat shops have not met with much success. Their 
number on 30th June 1929 was 5 and the total membership 296 
and the value of business about Rs. 15,000. The Registrar’s 
report for the latest year available shows that there is a clear 
indication that these institutions stand a better chance of success 
if the grading of cotton is regularly introduced as is the case in 
similar societies in Bombay. More intensive propaganda is also 
said to be necessary for popularising the co-operative sale societies. 

(vi) Madras. — Many attempts were made, some were successful 
and some proved failures. Four co-operative sale societies have been 
started for cotton. They are in their infancy. The total paid-up 
share capital of these societies amounts only to less than 
Rs. 30,000. They are said to be a success in the limited scale in 
which they are carried on. The ryots are allowed to put their 
cotton in the godown, take advances on them and have them 
graded and sold. In the case of planting produce, it is said that 
“there is too much disparity between the big and the little to enable 
them to combine readily”. 



230 


OHAPTBB XIII. 


(vii) Punjab . — In the Punjab, the number of societies at the 
time of the Committee’s report was 25 and the value of produce 
sold through them Rs. 58 lakhs in 1928-29. It is said that 37 per 
cent of the produce sold was on account of non-members. It is 
also urged that these societies make little appeal to the small 
holder, and most members are lukewarm in tljieir support and many 
do not use them at all for the sale of their produce. Reliable and 
suitable managers are not easy to secure and embezzlements are not 
infrequent. The financial position of the societies in the canal 
colonies is said to be sound, and very little advantage is reported 
to be taken of the storage facilities offered by commission shops 
though they are mostly prepared to advance up to 75 per cent of 
the value at 9§ per cent. 

(viii) United Provinces . — There has been no progress in the 
direction of introducing co-operative sale societies. 

292. We have already pointed out the directions in which co- 
operative sale societies can introduce economies in marketing costs. 
We agree with the Provincial Committees that the success of such 
societies depends upon four factors : — 

(i) There should be a margin between the lowest and the 
highest price during the period for which the product can be stored, 
sufficient to cover wastage, interest and management charges and 
still leave an appreciable economy. 

(ii) The management of the societies should be entrusted to 
managers with local knowledge and commercial experience. 

(iii) There should be loyalty among the producers strong enough 
to keep them from the temptation of seizing opportunities of larger 
profits by selling elsewhere, or from deserting the society en the 
first appearance of loss. 

(iv) The society should get a fair share of the turnover in the 
area in which it operates. 

293, On the whole, we think that there is much scope for 
improving and extending the existing machinery and that with a 
clear line of advance and with sound and competent guidance, co- 
operative marketing is full of possibilities for the future. We may 
observe in this connection that the Economic Depression Enquiry 
Committee in Madras has recommenced the organisation of more 
co-operative sale societies for all kinds of agricultural produce, 
especially commercial crops, and has urged that Government should 
give liberal grants to such societies for the construction of godowns. 
We also consider that Provincial Governments should not hesitate 
to make advances to co-operativo banks at concessional rates of 
interest for the development of co-operative sale societies. 
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Possibility of Pools. 

294. The Bihar and Orissa Committee point out that the 
pool involves an agreement among individual producers hot to 
•sell except at prices agreed on by the whole body of producers 
acting through an association, but it does not necessarily imply Hie 
physical collection of the products in one or more storage centres. 
They say that this form of organization is already working success- 
fully among the indigo growers in North Bihar and the success of 
the organisation is due to the fact that the number of growers does 
not exceed 200 in all and that they are well educated men with long 
experience of their business. The Committee add that there is no 
agricultural product in that province which at present holds out 
much hope of similar organisation and that no one has come for- 
ward to advocate the idea of stimulating the formation *of pools. 
Other Committees are of opinion that pools are not a practical 
proposition in India at present. One Committee doubt if the 
agriculturist will gain anything in the long run by forming a pool, 
and are of opinion that pools will lead to clash of interests and un- 
happy disputes. 

295. We have already referred to the possibility of establishing 
a jute control corporation to control the production and stabilize 
the prices of jute. We do not think it is possible to take similar 
action in regard to any other produce at present. 
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ANNEXURE. 

Draft Dill by the late Mr. B. F. Madon , for the Encouragement 
of the Establishment of Independent Warehouses . 

The establishment of independent warehouses for the principal 
staple products of India is a necessary corollary to the establish- 
ment of the Reserve Bank of India. There is a wide-spread 
feeling that adequate financial facilities are not available for Indian 
products whether raw products or manufactures, and there is an 
impression that this is due to present banking resources of India 
being under the control of foreign exchange and other banks, and 
that these banks are partial to foreign products or to Indian pro- 
ducts destined fof foreign countries, and devote their resources to 
such products only. This impression has led to great hopes being 
built on the future Reserve Bank for satisfactory facilities for the 
finance of Indian products in view of its great resources, but it is 
not appreciated that the real difficulty is not the partiality or other- 
wise of the exchange or other banks, but the want of some system 
by which goods and merchandise can be taken in pledge by banks 
on satisfactory lines. It will be readily understood that goods in 
the possession of the borrower himself cannot form a satisfactory 
security for advances on such goods, and that what is wanted is 
goods stored in warehouses under independent ownership, as ware- 
house receipts issued by such independent owners for goods lodged 
with them will give the necessary security to bankers, without 
requiring them to enter into physical possession of the same. It 
is Bills made against such goods that form the kind of Bills that 
a Reserve Bank can safely discount, and, as will be seen from the 
provisions of the Reserve Bank Bill, it is only through rediscount 
of such Bills that the vast resources of the Reserve Bank can be 
placed at the service of Indian produce and Indian manufactures. 
Such independent warehouses are practically non-existent in India 
and for the satisfactory working of our financial machinery it is 
essential that such warehouses should be brought into existence. 
To provide such independent warehouses, sufficiently large to meet 
the requirements of trade in such big centres as Bombay and Cal- 
cutta, and equipped on the most up-to-date lines for the handling 
of merchandise efficiently and economically, will call for a great 
outlay of capital, and it may fail to give an adequate return for 
some years in view of the present practice of merchants of storing 
their goods in their own godowns. It is confidently anticipated, 
however, that the advantages offered by such warehouses to both 
borrowers and bankers will come to be rapidly appreciated, and 
not many vears will pass before every inch of space in such ware- 
houses will be called for. It is feared, however, that until a few 
such warehouses prove a success and give an adequate return t* 
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the investor, capital in this country, usually so shy, will not be 
forthcoming for the building of such warehouses. It is accordingly 
proposed that a guarantee of a moderate dividend be given by 
Government in order to bring into existence this very essential link 
in the fabric of India’s financial organization. It is further pro- 
posed to create some machinery for inspection and supervision of 
warehouses that may wish to be licensed under the terms of this 
Act. Such machinery is necessary because the warehouse receipts 
are to form the basis for advances of large sums of money by 
bankers, and they would like to feel secure about such advances. 
Any attempt at supervision by them, however, is likely to be resent- 
ed as due to suspicion of the honesty or the solvency of the ware- 
houseman or the borrowing customer, while supervision by an 
impartial authority created for that purpose by Government is not 
likely to raise any such suspicions and may even be welcomed as 
inspiring greater confidence in warehouses subject to such super- 
vision. 


Draft of a Bill to encourage the establishment of independent 
Warehouses in India and provide for their proper supervision 
and control. 

Whereas it is expedient to encourage the establishment of in- 
dependent Warehouses in India, and arrange for their proper 
supervision and control, it is hereby enacted as follows : — 

1. (1) This Act may be called the Indian Licensed Ware- 

houses Act. 

(2) It shall extend to the whole of British India and 
shall come into force from . 

2. In this Act, unless there is anything repugnant to the 

subject or the context 

(a) “warehouse” will mean every building, structure or 
other protected enclosure in which any raw produce 
or manufactures are stored, 

(b) “person” will include two or more persons acting in 
partnership or a Company registered under the 
Indian Companies Act, 3913, 

( c ) “warehouseman” means a person lawfully engaged in 

the business of storing goods and merchandise in- 
cluding agricultural produce, 

(d) “receipt” means receipt issued by the proprietor of & 

warehouse for goods entrusted to him for storage. 

3. The Governor General in Council may on application to 

him issue to any warehouseman a Licence for the 
conduct of a warehouse or warehouses in accordance 
with this Act and such rules and regulations as may 
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be made hereunder, provided that such warehouse is 
•found suitable for the storage of the goods or mer- 
chandise named in the Application for Licence and 
the warehouseman agrees to comply with and abide 
by all the terms of this Act and the rules and regula- 
tions made in pursuance of the same, 

Provided further that each such Licence shall be on such 
terms and for such period as the Governor General 
in Council may deem fit and such Licence may be 
renewed extended or modified from time to time at 
the discretion of the Governor General in Council. 

4. The Governor General in Council is hereby authorised — 

(a) upon application of any person for a Licence to inspect 

or cause to be inspected the warehouse or ware- 
houses contemplated in such application, 

( b ) at any time and from time to time to order inspection 

of any warehouse • or warehouses licensed under this 
Act, 

( c ) to determine whether warehouses already licensed or 

for which licences may have been applied for are 
suitable for the proper storage of the particular 
class of goods or merchandise contemplated in the 
Licence or Application for Licence, 

(d) to classify warehouses licensed under this Act accord- 

ing to ownership, location, construction, surround- 
ings, capacity and other qualities, 

(e) to prescribe within the limitations of this Act the 
duties of the warehouseman conducting warehouses 
licensed under this Act, 

(/) to suspend and if necessary to revoke any licence 
granted under this Act for any breach of the pro- 
visions of this Act or of the rules and regulations 
made hereunder. 

5. The Governor General in Council shall be entitled to 

collect a reasonable fee for examination, or inspec- 
tion, of any warehouse that is the subject of an appli- 
cation for a Licence under this Act and shall also be 
entitled to collect a fee of not exceeding Es. 
per annum for each licence or renewal thereof under 
this Act. 

6. The Governor General in Council may upon presentation 

of satisfactory proof of competency issue to any per- 
son a Licence to inspect sample and/or classify any 
agricultural product or products stored or to be stored 
in a warehouse licensed under this Act according to 
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condition, grade or otherwise and to weigh the same 
and to certify the weight thereof upon condition that 
such person agrees to compiy with and abide by the 
terms of this Act and the rules and regulations 
prescribed hereunder so far as the same may relate 
to him. 

7. The Licence of any such person licensed under clause 6 

may be suspended or revoked by the Governor Gene- 
ral in Council if he is satisfied that such Licensee has 
failed correctly to inspect, sample, classify or weigh 
any agricultural product or products or has violated 
any of the provisions of this Act or of the rules and 
regulations made hereunder or has used his Licence 
or allowed it to be used for any improper purpose 
whatsoever. 

8. Every warehouseman conducting a warehouse licensed 

under this Act shall receive for storage therein so far 
as its capacity permits any goods or merchandise of 
the kind customarily stored therein by him which 
may be tendered to him in a suitable condition for 
warehousing in the usual manner in the ordi- 
nary course of business without making any dis- 
crimination between persons desiring to avail them- 
selves of warehouse facilities. 

9. Every person who deposits goods or merchandise includ- 

ing raw agricultural products in a warehouse iicensed 
under this Act shall be deemed to have deposited the 
same subject to the terms of this Act and the rules 
and regulations prescribed hereunder. 

10. For all goods and merchandise including agricultural 

products stored in a warehouse licensed under this Act 
original receipts shall be issued by the warehouseman 
conducting the same but no receipt shall be issued 
for any such goods and merchandise or agricultural 
products unless the same are actually stored in the 
warehouse at the time of issuance thereof. 

11. Every such receipt shall embody the following parti- 

culars namely — 

(a) location of the warehouse, 

( b ) date of issue of receipt, 

(c) consecutive serial number of receipt, 

{d) statement whether the subject-matter of the receipt 
is deliverable to bearer or to a specified person or 
to his order, 

(e) rate of storage charges, 
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if) marks, number and weight of packages received pro- 
vided however that where it is some agricultural 
product in bulk the description and quantity thereof 
shall suffice, 

(g) the class and grade of any agricultural product re- 

ceived for storage where the depositor wishes it to 
be shown on such receipt in which case it shall be 
as certified by a person licensed under clause 6 of 
this Act, 

(h) a statement that the receipt is issued subject to this 

Act and the rules and regulations made hereunder, 

( i ) if the warehouseman is owner or joint owner of any 

goods, the subject matter of such receipt a state- 
ment to that effect, 

(;) a statement of the amount of advance made to the 
depositor or any other liability by the depositor due 
to the warehouseman for which he claims a lien 
provided however that where the precise amount 
cannot be ascertained at date of issue of such re- 
ceipt a statement that lien is claimed will suffice, 

(k) such other terms and conditions as may be laid down 
by the Governor General in Council in this behalf, 

(/) signature of the warehouseman or of some person duly 
authorised by him and the number of his Licence. 

12. So long as an original receipt issued under this Act is 
outstanding and uncancelled by the warehouseman 
himself no other or further receipt shall be issued in 
respect of the same goods, merchandise or produce, 
provided however that in case a receipt is lost or 
destroyed a fresh receipt may be issued in identical 
terms and bearing the same date and number as the 
original on satisfactory security being given by the 
person asking for such duplicate on lines laid down 
in the rules and regulations made in pursuance of this 
Act. 

18. Upon demand made by the holder of any such receipt 
and offer to surrender such receipt with such endorse- 
ment if negotiable as may be necessary and upon 
readiness to satisfy the warehousemen's lien and/or 
charges, and give proper acknowledgment or dis- 
charge, the warehouseman shall forthwith deliver the 
goods that may be the subject matter of such receipt 
provided however that all such receipts that come 
back into his hands duly discharged shall be forthwith 
cancelled by the warehouseman and preserved on his 
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record for at least three calendar years from date of 
such discharge. 

14. Every warehouseman licensed under this Act shall keep 

in a place of safety complete and correct records of 
all agricultural products stored therein and withdrawn 
therefrom and of all receipts issued by him arid of 
receipts returned and cancelled and shall conduct the 
warehouse in all respects in compliance with this Act 
and the rules and regulations made thereunder. 

15. Every licensed warehouseman shall report to the Gov- 

ernor General in Council the condition of his ware- 
house or warehouses, and the contents, operation and 
business thereof in such form and at such times as 
the Governor General in Council may require. 

16. The Governor General in Council may cause an inspec- 

tion or examination to be made of any warehouse 
licensed hereunder and of the goods stored therein 
and of the books and records thereof at any time by 
person or persons appointed by him in that behalf. 

17. Whenever as a result of such examination it is found 

that a warehouseman is not conducting his warehouse 
in accordance with this Act or the rules and regula- 
tions made hereunder or that he is charging unrea- 
sonable and exorbitant rates the Governor General in 
Council may order liis Licence to be suspended and 
if satisfactory explanation of the breach of this Act 
or of the rules and regulations made hereunder is not 
forthcoming may order such Licence to be revoked. 

18. The Governor General in Council may order to be pub- 

lished in the Gazette of India the result of any in- 
vestigations under Clause 3 or under Clauses 16 and 
17. There shall also be published in the Gazette of 
India the names and locations of warehouses licensed 
hereunder with the names and addresses of the 
Licensees as also a list of all licences revoked or ter- 
minated under this Act and the reasons therefor. 

10. The Governor General in Council shall from time to time 
make such rules and regulations as may appear to him 
advisable for the proper carrying out of the provisions 
of this Act. 

20. Every person who shall forge, alter, counterfeit, simulate 
or falsely represent or otherwise unlawfully use any 
Licence issued by the Governor General in Council 
under this Act or shall issue or utter a false or fraudu- 
lent receipt or certificate and every person who shall 
without lawful authority convert to his own use or 
use for the purposes of securing a loan or remove 



from a Licensed Warehouse contrary to this Act or 
the rules and regulations made hereunder any goods 
or merchandise stored or to be stored in such ware- 
house and for which Licensed Receipts have been or 
are to be issued shall be deemed guilty of a misde- 
meanour and shall upon conviction be liable to a fine 
not exceeding ten thousand rupees or double the value 
of the goods or merchandise involved whichever is 
the greater or imprisonment for a period not exceed- 
ing twelve months or both at the discretion of the 
Court and the owner of the goods or merchandise so 
converted used or removed may in the discretion of 
the Governor General in Council be reimbursed out 
of the fines so collected to the extent that he may 
not otherwise have been reimbursed. 

21. Any person who shall with intent to deceive draw a. false 

sample or shall wilfully mutilate or falsely repre- 
sent a sample drawn under this Act or shall classify 
grade or weigh fraudulently any agricultural products 
stored or to be stored under the provisions of this Act 
6hall be deemed guilty of a misdemeanour and upon 
conviction be liable to a fine of rupees five hundred 
or imprisonment for three months or both in the dis- 
cretion of the Court. 

22. It shall be open to the Governor General in Council to 

offer an inducement to the establishment of Licensed 
Warehouses as contemplated in this Act by way of 
grant of land free or at a nominal rental or by a 
subsidy towards the cost of construction or by 
guarantee of reasonable return on the total capital 
invested or in any other way that may appear most 
suitable to the Governor General in Council in such 
place or places and on such terms and conditions as 
may appear desirable to the Governor General in 
Council provided however that where the inducement 
to be offered is a guarantee of a reasonable return on 
capital it shall not exceed a return of more than five 
per cent per annum and provided further that where 
any payment by the Governor General in Council be- 
comes necessary under any such guarantee a separate 
account shall be kept of the same and Government 
shall be entitled to one-half of all earnings of any 
warehouse so guaranteed in excess of a return of six 
per cent on the capital invested until the amount 
paid to such warehouse in order to implement the 
guarantee given to it and standing at the debit of such 
separate account shall havo been entirely wiped off. 
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Bubal and Cottage Industries. 

29'k It will be convenient to confine ourselves in this chapter to 
the problem of financing of cottage and rural industries which 
more appropriately come under the head of “village and domestic 
industries’ ’ providing subsidiary occupations to the agriculturists. 
The other types of rural industries of the ordinary factory typo 
located in rural areas and which are more or less organized indus- 
tries are more conveniently dealt with in the chapter dealing with 
industrial finance, along with major industries. The Provincial 
Committees have mentioned among cottage and rural industries 
of the “village and domestic type” handloom weaving, silk, gold 
and silver thread, brass-ware, bell-metal, bidi and cheroot-making, 
mat-making, gur-making. hand hulling, extraction of oil in the 
village oil press, dairy farming and the work of the village artisans 
generally. 

297. The first question that presents itself in this connec- 
tion is whether the agriculturist has the requisite leisure pro- 
fitably to pursue one or other of these small industries 
with a view substantially to add to his income from agricul- 
ture. On this question the Royal Commission on Agricul- 
ture have expressed themselves in these words: “A prominent 
feature of Indian agriculture is the amount of spare time which it 
leaves to the cultivator. This varies very greatly according to the 
local agricultural conditions, but it may be assumed as a broad 
generalisation that by far the greater number of cultivators have 
at least from two to four months of absolute leisure in the year. 
The methods of bringing within the cultivator’s reach industrial 
opportunities to fill up his spare time must vary with local circum- 
stances. As agriculture in the greater part of India cannot offer 
employment for the whole of the year, the problem is 1o suggest 
lines of work which can suitably be undertaken by the cultivator 
or his family in their spare time and without detriment to the 
cultivation of their land”. We agree with the Royal Commission 
and with most of the Provincial Banking Committees, and 
hold that by far the greater number of agriculturists in India 
have the time at their disposal to pursue profitably one or other 
of the small village and domestic industries with a view to 
add to the income from agriculture. The Royal Commission pro- 
ceed to discuss (1) the industries pursued by village artisan, 
(2) the handloom, pottery and rope-making industries, (3) seri- 
culture, (4) poultry rearing, and (5) lac industry. Apart from 

( 289 ) 
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the provision of finance the factors that tend to encourage the de- 
velopment of these industries are, in the opinion of the Commis- 
sion : (1) development of new ideas such as the supply of attractive 
patterns, (2) careful and thorough instruction in modern processes, 
and (3) finding of markets in and outside the locality. The Com- 
mission have said that these forms of assistance would best be given 
by Co-operative and Industries Departments to artisans organized 
on the co-operative basis. We are informed that steady and strenu- 
ous diffusion through specially created services of advice, informa- 
tion and education has achieved much in the development of rural 
industries in Germany and certain other countries. The following 
quotation from the United Provinces Committee’s Report is rele- 
vant in this connection : “Much can be achieved by State aid and 
supervision as German experience proves. In that counuy, thanks 
to the State’s economic policy, small scale industries employ 
about two-fifths of the population and more than 90 per cent of 
the industrial establishment * * * * 

Many industries, however, were “ created ’’ by State-aided 
action, for example, watch-making in Saxony and the making of 
pencils in Bavaria. Thus, new industries have been introduced on 
a large scale in those districts where such introduction was most 
advantageous. A system of farming combined with industry, 
which gives regular employment throughout the year, enables the 
agricultural countries of Europe to maintain a density of 200 tp 
300 persons to the square mile. In our province where the density 
is from 500 to 900 in the river valleys, and where agriculture cannot 
normally employ the population for more than 7 months in the year, 
the need for rural industries as subsidiary occupation to agriculture 
is far greater. For a stay-at-home population like ours, enforced 
idleness during a year of scarcity is a paradox, which indicates the 
lack of balance of occupations in the Indian village which Famine 
Commissions have repeatedly sought to remedy”. 

298. The next question that confronts those engaged in the 
promotion of village and domestic industries is what the chances are 
of success of the rural industries and whether they can really stand 
competition with the organized factory industries. In recent years 
the Provincial Governments have set up special departmental 
agencies to make a careful survey of the various cottage industries 
which are still extant in their provinces, and to examine the pros- 
pects of their future stability or expansion. A special committee 
was appointed by the Madras Government to report on the pros- 
pects of the handlootn industry, and the report recently published 
gives some interesting figures which show that in some varieties 
of textiles, the cos! of production on handlooms is less than that on 
power looms. A bulletin* recently issued by the Department of 
Industries, Madras, shows that while the imports of foreign cloth 
have fallen after the War by 1,064 million yards per annum, the 

♦ Bulletin No. 12, Handloom Weaving in the Madras ‘presidency, 1930. 
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handloom products have increased by 199 million yards per annum. 
We should also like to refer here to the following passage at page 
57 of Clow’s “The State and Industry” ; 

“While acknowledgment must be made of the stimulus given 
to the industry by the political movement in favour of hand-woven 
cloth, it appears to be the case that, at present at any rate, the 
hand-loom weaver can more than hold his own against the mills 
:in simple economic competition.” 

The Koyal Commission on Agriculture have, however, uttered 
a general note of warning in these words: “Even with the aid 
of new ideas and assistance in training and marketing, the contri- 
butions which several rural industries can make in reducing the 
heavy pressure on the land is infinitesimal and in the nature of 
things they cannot, as a rule, hope for ever r o survive the increas- 
ing competition of organized industry”. The Bihar and Orissa 
Committee strike a similar note, but they give particulars of some 
flourishing cottage industries in their report. 

In spite of their decline, cottage industries in different provinces 
still employ a large population. In Bihar and Orissa, we are told 
that ho less than 2-A million people are supported by these -indus- 
tries. In Bombay 300,000 people are employed in the hand-loom 
industry; and 13,000 people are employed in the gold thread in- 
jdustry in Surat. The hand-loom industry in the Punjab supports 
192,000 weavers. 

Existing position in the Provinces. 

^299) We give below a brief description of some of the rural in- 
dustries dealt with by the Provincial Committees. 

(i) Hand-loom weaving — Bombay. — The weavers are of three 
kinds : (1) independent weavers who work at home, (2) karkhandars 
who have weavers working under their supervision, and (3) depend- 
ent weavers perpetually in debt either to a dealer in yarn or a 
karkhandar and relying on him' for supplies. The independent 
weavers and karkhandars receive yarn at a high price on credit on 
condition that the manufactured goods are sold through the lender. 
Karkhandars and the independent weavers who work with their 
own capital either sell through the local dalal or an adatya to the 
merchant and, if they sell direct, they often find that purchasers 
insist on credit for a month or two during which they have to find 
accommodation from the sowcar at heavy rates of interest. In 
addition to these difficulties, the products of the industry have to 
^compete with machine-made goods. Co-operative industrial socie- 
ties have been formed to enable the weavers to overcome these 
difficulties; but compared to the magnitude of the industry, the 
number of persons helped by the movement is exceedingly small. 
One notable feature of these societies is that they have comparatively 
■email arrears. 

Q 
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! Hand-loom weaving — Madras . — There are four classes of 

weavers : 

(1) Those that weave cloth for ryots who give, the yarn and 
pay for the labour. This system is no longer common. 

<2) Those who buy yarn, make cloth, sell it in the local 
shandy or hawk it round the villages, and carry on. 
with the sale proceeds. 

(3) Those who buy yarn from the local dealer on credit,, 

selling back the cloth to him. 

(4) Those who are supplied with yam and finance and return, 

the cloth to the sowcar or master-dealer. 

The fourth class is generally seriously in debt while those in 
the third class are slightly better off. The former are not 
at liberty to sell when they like, and are bound to sell their goods- 
at an agreed price to the master-weaver or the merchant to whom 
they are indebted. Those in class (2) are in a somewhat higher 
stage economically. The difficulty of marketing is great on 
account of the fact that the mill-made cloth governs the price of 
all. The Industries Department has done much to improve the 
industry, but with existing difficulties efforts can only have very 
slow results. The Co-operative Department has organized socie- 
ties of various kinds, to provide raw material and to grant loans 
and to facilitate marketing. There were 45 purchase and sale 
societies exclusively for weavers on the 30th June 1929, which, 
sold to the members raw material worth about Es. 1 lakh. 

Hand-loom weaving — Central Provinces . — There has been a 
considerable decline in the number of people engaged in this- 
industry due to the competition of mill-made cloth and to the 
financial and marketing difficulties of the weavers. The Weaving 
Department has been studying the apparatus of weaving and has 
introduced a number of improved fly-shuttle sleys in 1,750 centres 
capable of increasing the output by 75 per cent. No attention has,, 
however, been paid to proper marketing facilities for the increased 
output, with the result that in one centre the depression in prices- 
due to overproduction made the weavers discard the improved fly- 
shuttle. The average small weaver purchases raw material on* 
credit and pays heavy interest charges concealed in high prices. 
After manufacture, he has to sell the finished product for whatever 
price he can get. 

Hand-loom weaving — Punjab. — About 200 co-operative societies- 
have been formed to finance weavers. 'These have brought down 
the cost of raw material to the weavers by 15 to 20 per cent. They 
have not however been able yet to tackle successfully the problem 
of marketing, and the result has been that the weaver gets less 
favourable terms now from the middleman than before when I tie- 
weaver was dealing with the middleman throughout. A sales- 



BUBAL FINANCE — BUBAL AND COTTAGE INDUSTRIES. 


24& 


depot has teen started in Lahore under a manager specially selected 
for his business capacity. The Committee refer to the results of 
certain special enquiries made by co-operative industrial inspectors 
in five selected villages in five districts. Owing to competition 
with foreign imports and want of organization the weaving indus- 
try was found to be declining > 

(ii) Khadi 'production — Bihar and Orissa. — The business is run 
by the Bihar branch of the all-India Spinners * Association which 
sells raw materials and buys the finished product. It also supplies 
the capital, managing ability and marketing organization which 
the spinners and weavers need. Most of the materials are supplied 
at cost, or at the lowest possible price, and the services of many 
able workers are rendered free. The Association suggests improved 
methods and appliances with a view to increase technical efficiency. 
The entire capital of about Es. 2 lakhs engaged in khadi production 
in Bihar, with the exception of Es. 4,000 deposits from weavers, 
has been supplied by the central fund of the Association. It is 
not known whether any interest is paid for this advance or for 
the advances in kind to the spinners and weavers. Under this 
system, khadi worth Es. 2£ lakhs was produced in about 40 
centres, khadi worth Es. 3,17,000 was sold in the year 1928-20 
and about Es. 50,000 was paid in wages to weavers. There were 
inevitable losses on pioneering work in the first year, but last 
year, the third year of operation, showed a small profit. The 
principal activity in this business is the production of yarn, by 
the use of the charka , in the hands of persons who have had no 
previous experience in spinning. The weaving part of the business 
is carried on by the ordinary rural weavers. The organization has 
not been working long enough to judge whether it is likely to be 
a permanent financial success. Some of the pioneer centres have 
been taken over by independent business organizations but it is 
too early to say whether profits will accrue. In the slack season, 
when production is at a maximum and sales at their lowest level r 
the Association is compelled to take advances from, banks on over- 
draft account against the security of its stocks. 

(iii) The gold and silver thread industry — Bombay. — The 
organization is similar to other cottage industries. The market for 
the finished product is spread all over India and the period of sale 
operations is prolonged. The bigger karkhandars are sometimes 
able to obtain deposits from the public. The smaller merchants 
rely on indigenous bankers or bigger merchants. The indebtedness 
of dependent workers leads to sweated labour. 

(iv) The Bhagalpur silU industry — Bihwr and Orissa . — This is 
now partly an organized and partly a cottage industry, 1,600 hand- 
looms being owned by weavers and 250 by the factories. But the 
factories also finance and market the goods of the weavers who are 
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in chronic debt to them and other merchants. The weavers work- 
ing in factories are equally indebted. No weaver would work on 
hire for a master unless he is paid Bs. 150 to Bs. 200 in advance. 
No interest is charged for this advance, but if the weaver changes 
his master it must be repaid by the new master. The independ- 
ent weavers borrow against jewellery or against personal security. 
Only 30 per cent are free from debt. The rest are practically 
tied to their mahajan# who have a sort of trade combination 
to protect their unsecured debts. No weaver can go to another 
mahajan without a certificate of discharge from his old mahajan. 
A weavers’ co-operative society was organized to help them, but 
the improvidence, dishonesty and lack of security of the weavers 
proved such stumbling blocks in the way of success that 
a sura of Bs. 80,000 was lost in the venture. Advances in the 
shape of raw materials instead of cash were tried by the Bhagalpur 
Central Co-operative Bank, but they were converted into cash by 
the thriftless weavers by selling them at less than market prices. 
Government have started a Silk Institute at Bhagalpur to teacli 
the weavers the use of improved methods and appliances with "the 
object of helping them to hold their own, but the independent 
weaver suffers in competition with the factory owners, and the 
industry is thus slowly progressing towards its inevitable end, the 
factory stage. 


(v) Silk-worm, rearing and silk weaving — -Assam. — The rearing 
of the various kinds of silk worms, endi, muga and pat, and silk 
weaving are important cottage industries in the Assam and Surma 
valleys. Most of the weaving is for use in the household, but 
there are professional weavers also who depend on the industry for 
their livelihood. The Superintendent of sericulture is devoting 
much attention to the rearing of the pat worm which yields fine 
silk, and progress has been made through the aid of six demonstra- 
tors. There is a good market outside Assam for endi and muga 
cloths, the price of which has greatly increased in the last ten years. 
Witnesses before the Provincial Committee have taken an optimis- 
tic view of the market. The Government emporium at Gauhati 
buys cloth from the middleman and from the actual weaver and 
sells it, the weaver receiving the sale proceeds less a deduction of 
half or one anna in the rupee. The Committee doubt whether 
much financial assistance is required by the rearer of silk worms. 
If, however, some help is required, they think that a small grant' 
from the Department of Industries might be made. The Gauhati 
emporium supplies good yarn at a reasonable rate to the silk 
weavers and finds a market for the finished goods. For further 
progress in this direction, more capital is said to be needed and 
the. Committee have recommended that Government should 
increase the working capital of the emporium. 
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(vi) Brasstoare industry — Madras . — This industry thrives in 
Kumbakonam where there are about 100 smithies run by workmen 
and their families and 125 run by master-workmen employing 
other workers under them. The owners take brass-sheets from 
the traders, receive wages in advance either in lump or instal- 
ments at stipulated rates, manufacture the articles required by 
the traders according to their specification and deliver the goods 
within a month, failing which they pay interest at 12 per cent 
beyond that period. The master- workman gives advances to the 
workmen under him out of the advance received from the traders 
and pays them wages at a rate lower than that paid to him by 
the traders. Some master-workmen buy brass-sheets on their own 
account either on credit from traders or from their own capital if 
they have any. In these cases they sell their finished articles to 
dealers in town for ready cash as they cannot afford to sell on credit 
to retail dealers outside the towns, but the traders appropriate 
the profit for themselves whether they give brass-sheets to the 
workmen or the latter buy them on their own account. Workmen 
have generally money dealings only with traders, who give them 
not only their wages in advance, but also lend additional sums if 
required. The owned capital of traders is about Rs. 10 lakhs with a 
borrowed capital of an equal amount. Bigger traders who have 
their own capital do not borrow, but the smaller traders borrow 
from banks and occasionally from* indigenous bankers. Landholders 
and others who have surplus cash to invest sometimes deposit their 
money with some of these traders. The traders give their t'rass- 
jheets to workmen and pay them wages in advance. The finish- 
ed articles are sold mostly on credit to dealers in various parts of 
the Presidency and in Ceylon. Articles are also sent for 
ready cash or against D/P drafts to the Telugu districts. A small 
percentage of the articles is also sold for cash to local consumers. 
The industry is practically run by capitalist traders, the workers 
getting only their wages. 

(vii) Brass industry — Central Provinces . — The artisan is either 
paid wages or remunerated for his manufacturing charges. Some 
artisans borrow money from money-lenders for the purchase of 
brass-sheets for their business. 

(viii) Bell-metal industry — Central Provinces. — This is a 
flourishing industry and the bulk of the wares is disposed of locally. 
The big producers sell to itinerant traders on credit, and the latter 
sell to villagers on credit for four to six months, i.e ., till harvest. 
The itinerant trader has to pay a higher price for credit purchases 
and in addition interest at 1 per cent per month'. Some of the 
difficulties to be contended with are — 

(1) Competition of articles from Bankura (Bengal) due to the 
inferiority of the metal and lower cost of manufacture brought 
about by labour-saving machinery. There is also the competition 
of aluminium and German-silver ware. 
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(2) One big firm has obtained an advance from the local branch 
>of the Allahabad Bank, but the terms are not long enough to suit 
the system of deferred sales. Some Poona and Calcutta firms from 
which raw material is imported grant credits for a. month at a time. 

(ix) Didi-making — Central Provinces. — This is one of the 
most promising forms of subsidiary industry that can be developed 
in the immediate future. The actual manufacturing of bidis is a 
simple process and is easily learnt. Provision for the supply of 
suitable Bombay tobacco can be made at reasonable terms and the 
only other important raw material, viz., tendu leaves, can be had 
in abundance in the province. The ordinary btdt-maker is paid 7 
annas a day for 1,000 bidis and many of them can earn about 
12 annas a day, if not more. The bidi establishments are largely 
managed by Gujeratis and Marwaris, who have plenty of capital of 
their own. The Committee’s enquiries showed that the existing 
factories do not stand in need of financial assistance. 

(x) Cheroot industry — Burma. — The principal employs local 
girls to make the cheroots by hand at his house, and he buys the 
tobacco and other materials with money borrowed from the local 
Chettiyars or other lenders commonly without security. 

(xi) Bamboo mat industry — Assam. — Advances are given by 
middlemen in the shape of raw T materials at high prices, the finished 
product is sold to them at low prices, and there is consequent unre- 
munerative business. The only way to improve the situation is 
by organizing co-operative societies. 

(xii) Carpet-weaving , toy-making , etc. — United Provinces. — 
Many small industries are followed m the province of a type suit- 
able to provide the cultivator with occupation for his spare time. 
Carpet-weaving is an important rural industry. The dealers 
usually supply yarn and dyes to the weaver, who advances to the 
journeymen workers. In certain villages of the Ganges valley the 
cultivator follows the profitable industry of turkey-breeding. 
Blower gardening and scent-making are also carried on in various 
parts of the province, and oils and scents command a large sale in 
the towns of Bengal and Bihar. In the sandy khadir along the 
Ganges and the other rivers, the making of ropes and baskets from 
grass or reeds is an important subsidiary industry. Blanket 
weaving is a famous industry in the sub-montane tracts and in 
some districts of the north-west, the women spinning wool and 
their husbands spinning during spare hours in many districts. 

(xiii) Poultry-farming — United Provinces. — Much has been done 
to improve the poultry of the province during the last eight or ten 
years. Government have given assistance to the United Provinces 
Poultry Association and the Itah - Mission Farm, both' of which' 
have done much to improve the breed of the country fowls. 
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(xiv) Dairy-farming — Assam . — Four milk supply societies 
financed by the Sylhet central bank have been formed and tho 
members who are also cultivators are financed to enable them to buy 
good cows and to supply pure milk at a moderate price. The sale of 
milk in Sylhet is arranged by the central bank on behalf of the 
societies. The loan is repaid by the members in easy terms by the 
daily supply of milk. It is proposed to have in due course a milk 
union to supervise the working of the societies. Government 
have recently granted a loan of Ks. 5,000 free of interest for five 
years and also lent the services of the Manager of the Upper 
Shillong Farm for organizing and supervising the societies. In 
^certain other parts of Assam large-scale dairy-farming is carried 
on, financed by Marwaris. There is a ready market for the pro- 
ducts, and especially for pure milk. 

Work done by Industries and Co-operative Departments in the 

Provinces. 

300. The Department of Industries in Assam is introducing 
improved looms on the hire purchase system through co-operative 
societies and granting industrial loans at 6 per cent interest. 
The Government emporium at Gauhati is providing a market for 
silk cloths, buying both from the middlemen and the actual 
weavers. There is a weaving institution at Gauhati and a new 
weaving branch attached to the Sylhet Training School. There 
are also touring weaving parties. 

The Government of Burma have for about ten years employed 
an officer as superintendent of cottage industries for the purpose 
of promoting cottage industries and improving their materials, 
appliances and technique, and in particular to assist them in obtain- 
ing the credit they need. The officer works in close co-operation 
with the Co-operative Department. Besides special co-operative 
societies formed for particular industries, urban co-operative banks 
also supply credit to> artisans and small industrialists. The rate of 
interest on loans from co-operative societies is 1J per cent per 
mensem. 

Though the Industries Department, which w^as established in 
Bihar and Orissa in 1920, has some duties to perform for orga- 
nized industries, its main function has hitherto been to assist the 
cottage workers. In this task it works in close touch with the 
Co-operative Department. Between them the two departments 
endeavour to provide the cottage workers with (1) technical assist- 
ance, (2) marketing facilities, and (3) finance. They have, to 
some extent, been successful in giving technical assistance espe- 
cially to weavers by introducing more efficient Kand-looms and 
supplying new ideas for patterns. Technical assistance has been 
supplied both by central institutes at which workers can be 
trained and Hy peripatetic instructors. The Cottage Industries 
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Institute has done something in the sphere oi marKeung, ana 
central banks have also attempted to market the products of the 
members of special societies such as weavers and bell-metal 
workers. Through these societies too finance has been supplied. 
Under the Bihar and Orissa State Aid to Industries Act, provision 
is made for the grant of assistance by Government in the form of 
propaganda, demonstration and technical assistance. But the 
Provincial Committee reports that the possibilities of developing 
pottage industries in rural areas have not been as well examined 
as one should desire. 

The Co-operative Department in Madras along with the Indus- 
tries Department has done a great deal of work in improving cottage 
industries, and in organizing societies of various kinds to provide 
raw materials, to grant loans and to facilitate marketing. Under 
the Madras State Aid to Industries Act, Government assistance is 
available for cottage industries. 

The United Provinces Committee report that the Industries 
Department has attempted with success to improve technical and 
industrial training. The Provincial School of Arts and Crafts 
devotes itself to artistic education, though of late the school is 
reported to be more concerned with profit than art. 

301. There is little doubt that one of the main reasons for the 
decline of some of the cottage industries is the lack of interest 
taken by Government in the past, at any rate up to 1921, in the 
fostering and development of these industries. The circumstances 
which led to this situation are detailed more fully in Chapter XVI ; 
and we should here like to observe that the policy therein out- 
lined in regard to the attitude of Government towards industries 
in general before 1921 applies also to cottage industries. After 
1921 some progress has been made in several of the provinces in 
the direction of the development of these industries, but it will 
take some time to make up the lee-way arising out of the policy 
of inaction in previous years. In view of the fact that some of 
these industries provide subsidiary occupations for the large mass 
of the agricultural population, while some others are likely to 
provide alternative occupation for people now engaged in agricul- 
ture, we consider that provincial Governments should devote their 
learnest attention to the development of these industries. 

302. From a study of the Provincial Committees’ Eeports we 
have come to the conclusion that by the introduction of new and 
the expansion of the existing industries much can be done to 
provide the cultivator with a suitable subsidiary occupation for 
his spare time. Despite a complete lack of organization there 
a*e many thriving industries with established markets both in 
India and overseas. All the industries stand in need of organi- 
zation and guidance in the selection of designs and processes, 
assistance in obtaining suitable tools in marketing, in the diffusion 
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of market intelligence and in the advertising of their wares. The 
cheap supply of power for agricultural purposes is likely to stimulate 
. some of the existing industries and also to enable new industries 
being started. There is a good deal of useful work that can be 
done by both the Co-operative and Industries Departments in the 
introduction of new and the development of existing cottage in- 
dustries which will ultimately result in relieving the poverty of 
the small cultivator and raising his standard of living. 

303. A common feature about these industries is that the people 
engaged in them do not, as a rule, make for stock but only make 
to order, having received the necessary raw material or an advance 
in money. This is said to be due to a variety of reasons, viz. : 

(1) lack of capital; 

(2) uncertainty about marketing products due to importation 

of cheaper and more convenient substitutes; 

(3) unwillingness to take up contracts for continued regular 

supply due to inability to organize the business so as 
to obtain uniformity of quality in the raw material; 
and in the workmanship ; 

(4) need for co-ordinating specialized functions in such in- 

dustries ; 

(5) the lengthy technical processes involved in some indus- 

tries such as calico-printing and the inability of a 
small artisan to lock up his capital for long ; and 

(6) the seasonal nature of the industry and the facilities* 

afforded by the middleman to keep the artisan going 
during the slack season. 

304. The result of working on raw materials supplied by dealers- 
on credit and selling the finished products to the dealers is said 
to be generally to the detriment of the artisan, as he has to pay & 
higher price for the raw materials supplied on credit in addition 
to interest on their value, and is allowed lower prices on the 
manufactured goods. In our opinion, the remedy for this state 
of affairs lies in the formation of co-operative societies for helping 
the artisans, though the general experience of the working of co- 
operative artisan societies has not been satisfactory so far in most 
of the provinces. Some industrial co-operative societies are,, 
however, working successfully. For instance, the Basin Weaver 
Society is reported by the Central Provinces Committee to be 
working very successfully. Other instances are also found in other 
Provincial Committees’ Eeports. The chief difficulties to be sur- 
mounted are generally : — 

(i) indebtedness of the artisans, 

(ii) lack of organization among them, and 

(iii) marketing difficulties. 
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Present financial facilities. 

303. The financial needs of the rural and cottage industries may 
4>e summed up under three heads : 

(i) purchase of raw materials; 

(ii) working expenses during the period of production ; and 

(iii) financial accommodation between the period of pro- 

duction and the final disposal by sale in the up-country 

markets. 

306. The financial agencies are : 

(i) the urban and rural money-lender; 

(ii) the merchant or dealer in raw materials or produce of 

an industry ; 

(iii) the co-operative banks and producers* societies; 

(iv) the Imperial Bank of India and the joint-stock banks ; 

and 

(v) Government through the Department of Industries and 

the Co-operative Department. 

^Several Provincial Committees report that the Imperial Bank of 
India and the joint-stock banks provide practically no finance at 
all to these rural industries. The enterpreneur is, under the exist- 
ing organization of small industries, the dominating figure. His 
methods and the money-lender’s methods are reported to be far 
from satisfactory. The rates of interest charged by them, in most 
cases, are exorbitant. Some independent artisans work on their 
own. If they are part time agriculturists owning land, it is easy 
to raise money on its security at the usual rate, but where this 
credit resource is lacking, they have to borrow from the money- 
lenders who buy their finished product and who sell the raw 
materials. As examples of the interest rates paid by traders and 
artisans, the following may be quoted from the Provincial Reports. 
The weaver in the Punjab pays interest varying from 12J to 37J 
per cent. The master workmen in the brass industry in Madras 
buy their sheets on credit from traders paying 12 per cent interest. 
Artisans in this industry in the Central Provinces have to pay 
money-lenders interest at 9 to 15 per cent per annum. In the 
ease of the bell-metal industry the firms wfio sfupplv raw materials 
charge interest at 7J to 12 per cent per annum. Weavers in the 
silk industry in Bhagalpur pay 12J per cent on loans against 
ornaments and higher rates on loans on personal security. The 
Chettiyar’s rate of interest to people engaged in the cheroot 
industry in Burma are 1J to 2 per cent per mensem. In Bombay 
bigger karkhandars pay 3 to 4J per cent on deposits from the 
public ; smaller merchants pay 6 to 9 per cent on loans from indi- 
genous bankers and bigger merchants. 
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What credit agencies can do. 

307. A proper agency for financing the rural industrialist on 
cheap terms and for rescuing him from the clutches of the money- 
lender and the middleman, where these drive unfair bargains with 
him regarding supply of raw material and sale of finished product, 
appears to be very essential. In spite of the not very hopeful 
experience in the past, we think that co-operative industrial banks 
or well organised co-operative urban banks are the best agencies to 
meet the requirements of these industries satisfactorily. We 
recommend that co-operative institutions should be established to 
finance the rural industries on a larger scale than at present. 
German experience in the field of co-operative organization for 
small industries and small traders and retailers is worth studying, 
and this might be done by deputing men to go and study the 
problem on the spot, as it is not possible to lay down general 
principles in the case of small industries as can be done in the 
case of large industries. Such institutions should be able to tackle 
the problem of indebtedness of the artisans, and by propaganda 
and education remove the existing defects in their character and 
efficiency. We recommend that Government should give assistance 
in connection with propaganda and education and should also be 
prepared to provide funds for the movement, if it grows on a large 
scale and is in need of such funds. 


Technical adviser to industrial societies. 

303. It is not necessary for the co-operative societies dealing 
with such industries to have industrial or technical advisers on their 
permanent staff. A manager with ordinary commonsense should 
be able to carry on, and there should be no difficulty in securing valu- 
able advice and guidance from the people in charge of large-scale 
industries without any cost. 

Warehouses and co-operative sale societies and depots. 

309. The Provincial Committees have also recommended the 
establishment of licensed warehouses and co-operative wholesale 
depots for storing and sale of products of cottage industries. We 
are in agreement with this recommendation, and we hope that 
with the help of these warehouses and wholesale depots, and under 
the competent guidance of the provincial marketing boards which 
we have recommended elsewhere, most of the marketing difficulties 
will be reduced, if not altogether removed. Co-operative sale 
societies could also be of much help in opening market’s for pro- 
ducts of rural industries in commercial centres. 
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310. We may refer in this connection to the useful work done 
by the Arts and Crafts Emporium, Lucknow, which is reported 
to have established a contact between the products of the cottage 
and village industries in the province with internal and external 
markets. We support the recommendation of the United Provinces 
Committee that its activities should be extended in various direc- 
tions such as imparting commercial and technical education to 
the industry and trade, assisting in the production of approved 
designs prepared by the School of Arts and Crafts, advertising the 
artistic products of the industries and acting as the headquarters 
of a system of sale depots not only in the province but also in th* 
major towns of other provinces. 

State Aid to Industries Act. 

311. The Central Provinces and Bengal Committees have recom-r 
mended the enactment of State Aid to Industries Acts in their pro- 
vinces on lines similar to those in Madras and Bihar and Orissa. 
We commend these proposals to the Provincial Governments for 
their consideration and we are glad to note that such a Bill has 
been brought before the Bengal Legislative Council, though we 
have no information regarding its progress. We refer again to 
these Acts later on in paragraphs 414 to 418 in connection with 
organized industries. The provincial industrial corporations which 
we have recommended elsewhere, may also help rural and cottage 
industries. 
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FINANCIAL REQUIREMENTS OF OTHER CLASSES OF 

POPULATION. 

312. We have dealt in the preceding chapters with the financial 
requirements of the agriculturist and the people engaged in small 
rural and cottage industries. We shall deal in later chapters with 
the financial facilities required by the classes of population engaged 
in small, middle-sized and large industries, and in foreign trade. 
In this chapter we shall devote some attention to the needs of the 
intermediate classes of the population, namely, the middle class 
people, small traders and shopkeepers^ salaried classes, contractors 
and labourers. 


Middle Class Population. 

313. In order to illustrate the problems of the middle class 
population we summarize below the position of this class from 
the Reports of some of the Provincial Committees. 

Bengal . — Credit is required for financing individuals to take up 
definite occupations. There is no association or institution for this 
purpose which could give credit on the personal security of the 
borrower or on the guarantee of a third party, but the need for such 
institutions is great owing to the growing unemployment among the 
middle class population. Financial accommodation is also required 
by this class for the acquisition of houses and other tangible assets, 
loans for which can be repaid in instalments. 

Bihar and Orissa . — Loans required by professional men and 
others engaged in miscellaneous occupations are mostly on the 
security of house property, jewellery, fixed deposits, insurance 
policies and stock exchange securities. Very few banks lend 
■ against personal security alone, the money-lender charging high 
rates of interest being the usual resort in such cases. The insurance 
companies and the Imperial Bank of India advance only against 
first classs security such as Government securities and insurance 
•policies, but such advances are not large. Joint-stock banks in the 
province take a much larger share than might be expected in 
financing this class of population and it is said that the high rates 
of interest so obtained have the unfortunate tendency of diverting 
their resources from productive credit to consumers’ credit. 

The Central Areas . — The Central Areas Committee have also 
urged the need for financial accommodation for the urban com- 
munity and have referred specially to the facilities for acquiring 
houses. 
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Burma . — The Burma Committee refer to the example set in 
New York by the Personal Loan Department of the National City 
Bank of New York which grants loans of Bs. 150 to Bs. 3,000 to 
any person who earns a regular income or has his own business, 
on personal security, on the security of guarantors, or on suitable 
collateral security. Facilities are given for repayment by monthly 
instalments and arrangements are made for the insurance of the 
life of the borrower. Loans are also required to pay medical and 
educational expenses, taxes or insurance premia and for other 
objects such as the purchase of household equipment. 

Salaried Classes. 

814. The Bihar and Orissa Committee report that a large 
majority of the salaried classes borrow from money-lenders at 
ruinous rates of interest. The Central Areas Committee also refer 
to the need of the clerks in Government and Municipal services for 
finance for purchase of houses, marriages in the family and educa- 
tion of children and add that some of them are actually paying high 
rates of interest varying from 37-J- to 300 per cent. 

Contractors. 

315. Contractors form a large class of urban borrowers in all 
provinces and have often to borrow for carrying out their contracts. 
Like agriculturists and traders they are at present compelled to 
pay high rates of interest and their loans are from joint-stock banks 
and urban money-lenders on the security of house property, 
jewellery and cash certificates. In many cases, no security is 
ordinarily available and consequently they have to subject them- 
selves to paying the heavy charges of money-lenders. 

Small Traders and Shop-keepers. 

316. Small traders and shop-keepers also find difficulty in secur- 
ing credit on reasonable terms and have to depend upon money- 
lenders for finance. These traders and shop-keepers have them- 
selves to give credit to most of the salaried and professional classes 
in the cities. 


Co-operative Urban Banks. 

317. Most of the Provincial Committee agree that co-operative 
credit societies of the Schultze-Delitzsch type are the most suitable 
b ankin g agencies for all middle class and working people other than 
agriculturists. We agree with the Provincial Committees and re- 
commend that limited liability co-operative societies, generally 
known as urban banks, should be established, wherever necessary 
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facilities and conditions exist, for the benefit of these classes of the 
population. We have suggested in connection with the agricul- 
tural primary societies that their membership must not be confined 
to a special creed, caste or calling or to a special class of agricul- 
turists. In the case of these urban banks, we do not see any objec- 
tion to special societies for salary-earners if these societies are 
looked upon as thrift societies for collecting and investing the 
savings of their members. The duty of these urban banks should' 
be to try to do for the small trader, the small merchant and the 
middle class population what the commercial banks are doing for 
the big trader and the big merchant. 

318. The following statement giving the number of members 
and capital of the urban banks working in the various provinces 
on the 30th June 1930* shows the progress of this class of co-opera- 
tive society in India and the vast scope that still exists for their 
further expansion in the future : — 

Urban Banks. 



Number 

! 

In thousands. 

~ 

of 

Socie- 

ties. 

Member- 

ship. 

i 

i 

Share 

Capital 

and 

Reserve. 

Depo- 

sits. 

Loans. 

Total 

Working 

Capital. 




Rs. 

Rs. 

Rs- 

Rs. 

Ajmer-Merwara . 

47 

1,800 

90 

3,20 

28 

4,44 

Assam . • • 

48 

8,644 

3,51 

10,71 

26 

14,48 

Bengal 

Not furnished. 





Bibar and Orissa 

79 

16,214 

10,95 

12,93 

1,60 

25,48 

Bombay 

70 

120,058 

65,80 

2,10,59 

6,08 

2,82,47 

Burma . • 

91 

10,584 

17,95 

10,14 

89 

28,98 

Central Provinces 

Not furnished. I 

, 




Delhi . • 

Not furnished. 





Madras 

940 

1 203,714 

84,64 

64,47 

1,06,24 

2,55,35 

North-West Frontier 
Province. 

Not furnished, j 

r i 





Punjab . , 

505 

29,877 ] 

Figures not available. 

United Provinces 

71 

20,568 

9,67 

8,85 

43 

18,95 

* The dates vary with reference to the co-operative year in each j 
the latest figures available are given. 

>rovince ; 
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319, In view of the importance of the expansion of urban 
banks, we have discussed this subject in some detail with the 
Joreign banking experts and we make the following recommenda- 
tions : — 

(i) Area of operation . — The development of large urban banks 
should be encouraged though restrictions on the area of operation 
may be considered with reference to the extent and population of 
ihe towns served by these banks so that the operations of the bank 
may not become unwieldy. 

(ii) Share Capital . — In view of the fact that urban banks are 
on the limited liability basis, unlike agricultural credit societies 
where the liability is unlimited, we see no objection to members 
of the urban banks being asked ordinarily to take up reserve liabi- 
lity not exceeding twice the subscribed share capital. Where the 
share capital is fixed at a relatively small figure, the reserve liabi- 
lity may, however, be correspondingly high in order to create a 
sound business basis. We consider this kind of additional liability 
a good safeguard for creditors in case of bankruptcy, and it is cal- 
culated to enhance the confidence of the investing public. 

(iii) Management . — It is necessary to have as manager a quali- 
fied person trained in banking. This necessity arises from the 
fact that there is not the same mutual interest in such institutions 
as is expected to exist in agricultural credit societies. As in the 
case of the latter societies, we do not see the necessity for creating 
in these urban societies supervising boards apart from the manag- 
ing committees. 

(iv) Business . — There is no objection to these institutions 
doing all kinds of banking business to meet the requirements of 
-their members, but they should be debarred from entering into 
forward delivery contracts in any market either on their own 
account or on account of the members. As money circulates more 
rapidly in urban centres than in villages, these urban banks, on 
account of this special feature, do modern advanced banking busi- 
ness and deal with their members on current account. The grant- 
ing of cash credits, dealing in cheques, collecting and discounting 
inland bills, clearing and remittance business have all been per- 
mitted nearly everywhere for urban co-operative credit societies and 
should be encouraged in India also. 

(v) Advances . — Advances should ordinarily not be for long 
term, but if the banks have adequate resources, they can grant 
intermediate credits up to 50 per cent of their share capital and 
reserves and 75 per cent of the long-term deposits, in conformity, 
in the latter case, with the periods of maturity. 

We agree with the Bombay Committee that urban bank’s 
should not be allowed to finance joint-stock concerns as they are 
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not intended for such concerns. Urban primary non-credit socie- 
ties may be financed by urban banks according to special local 
conditions. 

We recommend that urban banks may be permitted to advance 
money on the security of gold and silver ornaments, on the former 
up to 75 per cent and on the latter up to 50 per cent of the value. 
Such loans need not necessarily be limited to the individual 
borrowing power of the members as fixed by the managing com- 
mittee. Greatest care is, however, required in valuing and hold- 
ing in custody gold and silver pledged with the bank. Advances 
to traders may also be given on sound and authorized warehouse 
receipts. We also recommend that so far as possible these urban 
banks may adopt the Morris plan of advancing and recouping loans r 
particularly to the salaried classes, whose character and income, as 
well as sureties, are sound. The principal features of the plan are 
usually as follows : — 

The Morris plan bank is organized to meet the credit needs of 
the salaried men who cannot approach the regular banks. In the 
case of the salaried man the following procedure is adopted. 
Loans are made on the applicant furnishing references as to his 
character and income and two good sureties. If he borrows 
$50-00, interest is deducted at 6 per cent, for the year and 
he is paid $47'00 on his agreeing to become a subscriber to the 
C class certificate on the basis of fifty weekly instalments of $100' 
each. There is a penalty of five cents in the case of default of any 
instalment. As soon as the fifty payments are made he becomes 
the holder of a paid-up certificate, but his loan is due only after two 
more weeks when he can use the certificate either to cancel the 
loan or to obtain a B Class certificate with interest at 5 per cent 
and make new arrangements for the repayment of the old loan. 
He has thus come to borrow but remains to lend as, once the habit 
of saving the weekly dollar is created, it goes on. He could use 
the B Class certificates as collateral for new loans but he need 
not provide sureties in this case. He can cash these certificates 
on a month’s notice. Thus the man who would have been at the 
mercy of a loan shark is converted into a valuable co-operator. 

(vil Financing agency and balancing centre . — As far as possible 
the co-operative central banks should act as financing agencies and 
balancing centres for non-agricultural urban bank's recommended' 
above. Where urban banks are stronger than central co-operative 
banks or where the latter do not meet the special requirements of 
urban banks, urban banks should be allowed to deal directly with 
the provincial co-operative bank. Sufficient cash balances should 
be kept by urban banks with the central or the provincial bank 
from which they receive discount or rediscount facilities. It might 
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be necessary, if there is a considerable development of urban 
banks, that the latter should have their own central banks differ- 
ent from the central banks of agricultural credit societies. But it 
will be undesirable to have a separate apex bank. There should 
be only one provincial bank apart from the provincial land mortgage 
corporation. 

(vii) Relations with commercial banks . — With the approval of 
the Registrar, large urban banks may be allowed to keep accounts 
with commercial banks, especially for the purpose of discounting, 
clearing and remittance business. 

(viii) Auditing — Our proposals regarding provincial and district 
audit unions in Chapter IX apply to the audit of urban banks also. 

Co-operative Societies for Labourers. 

320. The Bihar and Orissa Committee have given some atten- 
tion to the requirements of labouring classes for credit and have 
pointed out that co-operative societies organized for them have not 
been particularly successful owing to the lack of thrift and educa- 
tion on the part of the members. As pointed out by the Townsend 
Committee on Co-operation in Madras, labouring classes are ex- 
tremely poor and co-operative societies for these classes offer special 
problems of organization, supervision and finance. We share the 
hope of the Bihar and Orissa Committee that education and better 
organization may enable the landless labouring classes to form and 
work successfully co-operative societies of their own and thereby 
escape the evil effects of resort to money-lenders. We also support 
the recommendation of the Committee that employers should in 
their own interest give greater attention to the provision of credit 
facilities for their employees and should also take more part in the 
supervision of co-operative societies started for their benefit. We 
suggest that employers may assist the co-operative organizations 
by effecting recoveries of loans by deductions from wages, an 
arrangement which may form part of the contract for advancing 
the loan by the societies. 

Other Agencies. 

321. We do not think that co-operative urban banks alone can 
solve the problem of the classes of population we have mentioned 
above. Private enterprise on a commercial scale should also go 
hand in hand with the development of co-operative organizations. 
In Germany, for example, there is a great number of public bank- 
ing institutions which go by the name of City Mortgage Institu- 
tions, which are the result of extension to cities of the principle 
of Landschajten in agricultural areas. They are engaged in the 
business of granting amortization loans to owners of improved real 
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estate or of land in process of being developed. In their organiza- 
tion and their regulations they resemble the Landschaften . The 
establishment of similar institutions in India is a matter of urgent 
necessity. Such institutions may be useful in relieving some of 
the sound loan offices in Bengal and some urban co-operative 
-banks elsewhere of part of their land and house mortgage business 
which is not their normal function. These latter institutions can 
then render greater help to the middle classes by furnishing short- 
*term credit, keeping thei? assets more liquid and increasing the 
velocity of the circulation of capital. 

322. The Bihar and Orissa Committee have referred to the 
^difficulty placed in the way of contractors getting finance at reason- 
able rates by the existing rules of business and methods of accounts 
of the Public Works Department and public bodies, which does 
not allow of all payments being made to the contractors through 
their financing banks or bankers. They have accordingly recom- 
mended that contractors should be encouraged to arrange finance 
through approved banks or bankers and that the acceptance of 
tenders should be communicated to the contractor as well as to the 
bank, which should further be assured that all monies due to the 
contractor will be paid to it. On the basis of this arrangement, 
banks would be prepared to finance contractors up to approved 
limits at lower rates of interest than are charged at present. We 
support the recommendation of the Provincial Committee that any 
technical difficulties in the way of implementing such arrangement 
should be removed. 



CHAPTER XVI. 

FINANCIAL REQUIREMENTS OF INDUSTRIES. 

The position of industries in the economic life of the country., 

323. India is predominantly an agricultural country. Accord- 
ing to the census tables of 1921, only about ten per cent of the* 
population was employed in industrial occupations as compared 
with about 73 per cent on agriculture. At the same time, the 
need for industrialization in India is great from a purely economic 
point of view as well as in the interests of the agricultural 
population of India. 

324. The policy followed by the British Administration in 
India in regard to the development of industries up to the time 
of the Great War is explained in the following passage taken 
from paragraph 105 of the Report of the Indian Industrial Com- 
mission (1916-18) : — 

“The commercial instincts of the East India Com- 
pany had from its earliest days in this country led 
it to make various attempts to improve those Indian 
industries from which its export trade was largely 
drawn, as, for example, by organizing and financing 
the manufacture of cotton and silk piece-goods and 
silk yarn, although this policy met with opposition 
from vested interests in England, which were at one 
time sufficiently powerful to insist that it should be 
suspended and that the Company should instead con- 
centrate on the export from India of the raw 
material necessary for manufactures in England. 
The effects of this traditional policy* continued for 
some time after the Company had ceased to be a 
trading body, and even after it had been replaced 
by the direct rule of the Crown, and doubtless 
moulded such subsequent efforts as were made in the 
same direction by Government. But as laissez lake 
views gradually gained increasing acceptance both 
in England and in India, these spasmodic efforts 
became less frequent, and the first attempt at a 
general policy of industrial development took only 
two forms — a very imperfect provision of technical 
and industrial education, and the collection and dis- 
semination of commercial and industrial informa- 
tion.” 

* For instances of this policy see pages 207 to 300 of the Report of the Indian- 
Industrial Commission, 
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325. This policy of non-intervention in the development of 
Indian industries was generally pursued up to 1914. Sporadic 
-efforts for giving active assistance to industries were, however, 
made by some of the local Governments, and these led in Madras 
to the development of the aluminium hollow-ware and chrome- 
tanning enterprises. Provincial departments of industries were 
also set up before 1914 in many of the provinces, though in most 
cases they existed only in a state of embryo. This policy of non- 
intervention of Government and their attitude towards the indus- 
trial development of the country combined with instances of 
anomalies in the fiscal, railway and stores purchase policies till 
recently followed in the country has exposed the Government to 
the charge of open hostility towards the interests of Indian indus- 
tries prompted by the over-riding consideration of advancing 
British interests. We would like in this connection to refer to 
the speech of the President of the third session of the Indian 
Industrial and Commercial Congress, 1926.* 

326. In spite of the lack of any support from the Government 
and the prevalence of deterrent factors which the Government did 
not attempt to remove, it is indisputable that there has been con- 
siderable progress in the last three or four decades in the matter of 
industrial development in India. The number of joint stock 
companies at work registered in India with rupee capital has 
increased from 1,309 with a paid-up capital of ”Rs. 29 crores in 
1895-96, to 5,189 with a paid-up capital of Rs. 231 crores in 1921- 
22, and to 6,330 with a paid-up capital of Rs. 279 crores in 
1928-29, (his being the last year for which statistics are available. 
Some further idea of this development can be obtained by examin- 
ing the position in regard to five principal industries, namely, 
jute, cotton, iron and steel, coal, and tea. The numbers oT looms 
and spindles employed in the jute mills have increased from about 
10,000 mu'! 21 5 ,000* respectively in 1895-96 to 50,000 and 1,068,000 
in 1924-25, The total Indian production of cotton mills has 
increased from 423 million pounds in case of yarn and 83 million 
pounds in case of woven goods in 1896-97 to 719 million and 459 
million pounds respectivelv in 1924-25. The production of pig 
iron has advanced from 35,000 tons in 1901 to 884,000 tons in 
1924-25. The production of coal has expanded from 31 million 
tons in 1895 to 21 million tons in 1925. The total export of tea 
has increased from 139 million pounds in 1895-96 to 348 million 
pounds in 1924-25.+ 

327. At the same time, there is a general feeling in Tndia that 
the progress made by India in her industrial development during 

* Report of the third session of the Indian Industrial and Commercial 
Congress. 1926, page=< 19 and 20. 

+ The figures after 1924-25 have not been given, as in some cases the pro- 
duction in recent years has been helped by the imposition of protective 
duties on imports. 
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the last fifty years is very meagre compared with her vast resources 
and the needs of her large population. This is fully borne out 
by the extent of her dependence on the imports of foreign manu- 
factures. In 1928-29, for instance, the total value of the import- 
ed articles, mainly or wholly manufactured, amounted to about 
Es. 180 crores out of the total imports of Bs. 253 crores A while- 
the total value of exported articles, mainly or wholly manufactured, 
amounted to Es. 90 crores out of the total exports of Es. 33(> 
crores. Ar against these figures, the value of raw materials and 
produce and articles mainly unmanufactured exported from the 
country amounted to as much as Es. 1 70 crores, while the 
value of such articles imported from other countries during 
the same year amounted to about Es. 23 crores. As the 
Industrial Commission observed :* “India produces nearly 
all the raw materials necessary for the requirements of a modern 
community ; but is unable to manufacture many of the articles and 
materials essential alike in times of peace and war”. India i® 
still almost wholly dependent on foreign countries for the plant 
and machinery and chemicals which she requires and the produc- 
tion of which may be regarded as the index of the industrial pro- 
gress of any country. The need for a rapid industrialization of 
the country can hardly be exaggerated from a purely economic 
point of view, as it will tend to absorb that portion of the popula- 
tion which cannot be supported by agriculture, will provide a 
remedy for the gradually increasing unemployment among tha 
middle class people, and will result in an improvement in the 
standard of living generally. As early as 1880 it was observed 
by the Indian Famine Commission that : “at the root of much 
of the poverty of the people of India and the risks to which they 
are exposed in seasons of scarcity lies the unfortunate circumstance 
that agriculture forms almost the sole occupation of the mass of 
the population”. 

328. It is no wonder that for some years before the Great War 
Indian economists and Indian politicians had expressed their dis- 
contentment with the economic dependence of India on foreign 
money and foreign manufactures. According to them, the domina- 
tion which the capital, enterprise and skill of England exercised 
over the trade and manufactures of India had “an insidi- 
ous ir.fi uenee which paralysed the springs of all the various actfvi- 
lies which together make up the life of a nation.” t The discon- 
tentment was voiced in the Indian Industrial Conference which 
began in 1905. The Government of India, however, did not accept 
responsibility for giving active assistance to industries until after 
the outbreak of the Great War, when the contraction of commerce 
in the West served to bring home in a striking manner the extent 
of India’s economic dependence on Europe. 

♦ Official summary of report. 

t Ranade — Essays on Indian Economics, 3rd Edition, page 92. 
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329. In 1916 Government appointed the Indian Industrial Com- 
mission. That body reported in 1918 ; and as they observed in the 
summary of their report, the constructive proposals made by them 
depended on the acceptance of two principles : — 

(1) that in future Government must play an active part in 

the industrial development of the country, with the 
aim of making India more self-contained in respect 
of men and material, and 

(2) that it is impossible for Government to undertake tliat 

part, unless provided with adequate administrative 
equipment and forearmed with reliable scientific and 
technical advice. 

The problem, as it presented itself to the Commission, was largely 
one of organization ; and the machinery which they proposed to 
set up included central and provincial departments of industries 
manned largely by all-India scientific and technical services. Ac- 
cording to their recommendations, the main activities of Govern- 
ment in respect of industries were to include, (1) research f (2) 
industrial and technical education, (3) commercial and industrial 
intelligence, (4) direct assistance, technical and financial, and (5) 
the purchase of stores. The Montagu-Chelmsford Report on 
Constitutional Reforms, 1917, also recognized that “the Govern- 
ment must admit and shoulder its responsibility for furthering the 
industrial development of the country/ * Later, the appointment 
of the Tariff Board, on the recommendations of the Fiscal Commis- 
sion, contributed its share to the progress of industrialization in 
India, the industries which have benefited most as a result of the* 
action taken on the recommendations of the Board being cotton 
textiles, iron and steel, and match. 

330. Under the changes made in the Indian constitution in 
1921, the main responsibility for the development of industries by 
the State passed to the Ministers in the provinces. This change 
made it impossible for the Governments concerned to give 
effect in full to the organization recommended by the In- 
dustrial Commission. Nevertheless, "he various recommenda- 
tions of the Commission furnished the Ministers with valuable 
material indicating the lines on which they might proceed in the 
discharge of their responsibilities in the matter. Some 
amount of progress on the lines advocated by the Commission has 
taken place in almost every province, though the financial diffi- 
culties of recent years and the limitations imposed on the spending 
powers of Ministers by the diarchical form of constitution have 
operated as impediments. An account of the action taken in 
various directions like organization, technical education, develop- 
ment of cottage industries, research and investigations, financial 
assistance, etc., will be found in Clow's “The State and 
Industry”, published in 1928, which also gives the action taken 
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by the Central Government in matters with which the latter are 
concerned, including “protection 

331. There is, however, still a considerable amount of feeling 
among the intelligentsia of India that the State, and particularly 
the Central Government, is not taking as much interest as it ought 
to in the development of India’s industries. They contend that 
the recommendations of the Tariff Board have in many cases not 
been given effect to promptly or fully ; that indeed the Board’s 
report on chemical industries, though made in 1929, has not 
yet been published ; that generally speaking no revision 
of railway rates has been made on the lines suggested 
in chapter XIX of the Report of the Industrial Commission ; and 
that for ten years no action has been taken by the Central Gov- 
ernment on the recommendation in para. 292 of the Commission’s 
Report asking for the appointment at the earliest possible date of 
an expert committee to examine the possibilities of establishment 
of industrial banks in India. In a later paragraph we shall deal 
with the effect of this feeling on the investment of capital by 
Indians in Indian industries. 

332. Since the outbreak of the Great War there has been a 
marked increase in the amount of Indian capital invested in 
Indian industries, though the flow has received a check in recent 
years owing to the depressed state of business generally. Never- 
theless, a not inconsiderable amount of capital* invested in Indian 
industries is still non-Indian. The result is that the control and 
management in the case of some of the important industries are 
even now in the hands of non-Indian firms. The predominance 
of non-Indian management in some of the important industries 
has detracted from the value of Indian participation in industrial 
enterprises. Generally speaking, the managing agents have not 
given any scope to Indians to hold such positions in the com- 
panies they manage as might have given these Indians an opportu- 
nity to have a comprehensive idea both in regard to the technique 
of production and management of the business. 

333. A strong feeling lias, however, grown among the Indian 
intelligentsia that the control and management of Indian indus- 
tries should pass to an increasing degree to the hands of Indians ; 
and this feeling has also been voiced in the past by some of the 
English administrators of the country’. For example, speaking 
on the 21st March 1916 in the Imperial Legislative Council on 
the resolution which led to the appointment of the Industrial 
Commission, Sir William Clark, then Member of Commerce, said 
that “the building up of industries where the capital, control and 
management should be in the hands of Indians” was “the special 
object which we all have in view'*"; and he deprecated the taking 
of any steps “which might merely mean that the manufacturer 

• We have been unable to ascertain the figures with any degree of tcouraey. 
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"who now competes with you from a distance would transfer his 
.activities to India and compete with you within your own 
boundaries”. It is possible that more progressive assistance by 
the State towards the development of Indian industries will make 
adequate capital available in India for investment in safe and 
sound industrial concerns. This was the anticipation expressed 
by the minority of the Indian Fiscal Commission in paragraph 50 
of their note of dissent. In marked contrast to the attitude of 
the State towards industries in India stands the action taken by 
Governments in certain other countries like the United States of 
America and Japan : — 

The United States of America . — In the United States a 
national industrial policy has deliberately been adopted. This con- 
scious effort made by the Government of the country to advance 
its industrial interests is fully illustrated by the development of 
the iron industry, which is referred to in the following words by 
Professor Taussig : — 

“Rich natural resources, business skill, improvements in 
transportation, widespread training in applied 
science, abundant and manageable labour supply — 
these, perhaps, suffice to account for the pheno- 
menon. But would these forces have turned in this 
direction so strongly and unerringly but for the shelter 
from foreign competition?” 

The development of the American industry thus appears to have 
been expedited by timely intervention of the Government. 

Japan . — The Government of Japan has also actively associated 
itself with the process of industrialization of that country. At 
the time of the Restoration in 1868, the economic condition of 
Japan was much worse than that of India in 1757, but during the 
course of little over half a century, she has become one of the most 
fascinating countries of the world, in so far as industrial and 
commercial phenomena are concerned. * Japan had been secluded 
from the world for about three centuries and while she had no 
powerful and wealthy mercantile class comparable to that which 
existed in England in the eighteenth century, the only industry 
in which she could take pride was the production on a small scale 
by craftsmen of special articles of luxury and military equipment 
for the knights and nobles. This, together with the extremely 
unsatisfactory conditions regarding other aspects of economic and 
political condition of the country, led the Japanese to consider 
seriously the urgency of rapid westernization of Japan, and while 
the European military equipment and methods were adopted whole- 
sale, the need for speedy industrialization was no less recognized. 
There were, however, very severe obstacles to be overcome. There 

Modem Japan and its problems ” by Allen. 
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were, on the one hand, tradition and social customs preventing, 
any sort of individual initiative, while the lack of capital neces- 
sary for financing large-scale manufacturing industries accentuated 
these difficulties still more. The seriousness of the situation was^ 
promptly realized by the Government which was thus compelled 
to step in from the very first and embark on an active national 
policy. Besides sending numerous students abroad in order to* 
study the industrial and commercial technique of the West, en- 
gaging foreign experts in order to train those at home, and pro- 
viding other machinery for industrial training, it also pioneered* 
many new industries, such as textile, iron and steel and ship- 
building industries; it has supplied the capital wherever possible, 
while in other cases, it has rendered substantial help by granting, 
subsidies or giving protection. The assistance which the Govern- 
ment rendered to the industries was by no means confined to the' 
above ; commercial museums established by the Government in? 
almost all the cities hold periodical exhibitions, thereby facilitating* 
sale of goods abroad, and also supply useful information to the* 
traders, while the various guilds, numbering over a thousand, 
have been established under Government auspices, with the object 
of regulating the quality of the product. The establishment of 
the Yokohama Specie Bank in 1880 and of the Industrial Bank 
of Japan in 1902 have also given much impetus to the progress 
of Japan’s industrial development. The amazing progress which 
Japan has made in the matter of her industrial development 
during the last sixty years as a result of this active policy 
of the Government will be realized from the fact that the- 
contribution of manufactured goods to her total export trade 
rose from 1*14 percent, in 1868 to 42 52 per cent, in 3928, 
the figures for the import trade being reduced from 60*57 per 
cent, in 1868 to 15*16 per cent, in 1928. This extraordinary 
growth of industrial activity is also reflected in the figures for 
the exports and imports of raw materials; while the country at 
the beginning of her industrial career exported as much as 26*27 
per cent, and imported not more than 4*98 per cent, of raw 
materials, the progress of industrialization has resulted in changing 
these figures to 4*17 per cent, and 53*12 per cent, in 1928*. 

Even in England wherefrom has emanated the doctrine of 
laissez fairs imposed on the governmental policy in this country, 
the need for active participation by the Government in the pro- 
motion of industrial interests has come to be effectively recognized 
in recent years. A reference to this change in the policy of the 
Government is made in the report of the Liberal Industrial 
Enquiry, which shows how between 1921 and March 1927 ai r 
a £f? re Rate of more than £74 million was raised under the 
Trade Facilities Acts for approved purposes on behalf of private 

* The Apahi English Supplement, Present Day Japan 1930, pages 114 and 130. 
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concerns with the guarantee of the Government. The Govern- 
ment guarantee of the loans was given free of any charge. 
Classification of industries into major and minor industries. 

334. Before we proceed to deal with the capital requirements 
of industries, we may refer to a fact which we have already 
mentioned, namely, that at the outset of our enquiry we divided 
our task between the Provincial Committees and ourselves. The 
former were requested to deal with the requirements of small and 
middle-sized industries, including cottage industries, while we 
reserved to ourselves the examination of the position of the major 
industries such as cotton, jute, iron and steel and coal. Although 
some of the witnesses who appeared before us dealt in their 
written and oral evidence with a few industries which were the 
subject of investigation by Provincial Committees, notably the 
tea industry which being largely an agricultural industry came 
within the purview of the Provincial Committees, our examination 
of these witnesses was mainly devoted to the financial requirements 
of the major industries mentioned above. Most of the Provincial 
Committees toured about their provinces. As the small and 
middle-sized industries are scattered, such tours were necessary. 
We in the Central Committee, however, did not tour for our pur- 
pose. The major industries are all concentrated at the larger 
centres and are well represented in the various Chambers of 
Commerce and other Trades Associations. Most of the important 
Chambers and Associations helped us with their valuable written 
memoranda and oral evidence. We deal in paragraphs 339 to- 
353 with the position regarding major industries as placed before 
us. by witnesses and in the succeeding paragraphs we summarize 
the case for the smaller and middle-sized industries as presented 
by the Provincial Committees. 

Capital Eequirements of Industries. 

335. Industries require capital for two purposes (1) capital for 
block, that is, to finance fixed assets, and (2) working capital, that 
is, to finance floating assets. Block capital is required by newly 
started industries for fixed assets, such as land, buildings r 
machinery and other appliances of a durable and permanent 
character. It is also required in the case of established industries 
for purposes of extensions and replacements. The capital that is 
invested in these fixed assets is more or less of the nature of 
permanent investment. 

336. Working capital is required for the purchase and working 
up of raw materials into finished products, for stores, for expenses 
incidental to the marketing of products, for financing outstand- 
ings in respect of goods supplied, and for providing the necessary 
funds for meeting day to day requirements. The capital that is 
invested in this way should be of the nature partly of permanent or 
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long-term capital and partly of short-term finance. A recent 
writer* states that the stock of raw materials and manufactured or 
semi-manufactured commodities never falls below a certain mini- 
mum and the capital required for holding these is of the nature 
of permanent capital. Any working capital over this minimum 
falls under the category of short-term finance. 

337. The relative proportion between block and working capital 
lequired in an industry varies with the nature of the industry. 
In cottage industries, for example, in which processes are not 
‘roundabout’, and the implements are comparatively inexpensive 
and few, fixed capital is very small compared with working capital, 
while on the other hand, in modern industries such as jute and 
cotton, the proportion of fixed to working capital is much larger. 
Again, as the processes of production become more and more 
‘roundabout’, the proportion of fixed to working capital increases 
correspondingly. Taking the case of the hydro-electric industry, 
the distinctive feature of its finance is its large requirements of 
fixed capital. 

338. The period between the starting of an industry and the 
time when production commences varies from industry to 
industry. In the case of a tea garden, for instance, the initial 
outlay on which for a garden of the minimum size is estimated at 
T?s. lakhs, production does not commence till after tKe expiry 
of at least four years from the laying out of the garden. Again 
the number of years that a cotton mill takes to become a paying 
concern is different from that taken by an iron and steel concern. 

cJ-Major Industries. 

Existing facilities. 

339. The conservative school of witnesses such as the European 
Chambers of Commerce, the Exchange Banks Association 
and the Imperial Bank of India have all stated in evidence that 
in India no industries floated on sound lines and showing a 
reasonable promise of success have been unable to obtain 
the financial assistance necessary. According to them, capital 
required for financing fixed assets should in all cases be sup- 
plied by public or private subscription of shares or deben- 
tures of the undertaking. When an industry has established itself 
in this way and is capable of presenting a balance-sheet showing 
its soundness, the commercial banks should supply the capital 
required to finance the floating assets on the security of stock 
and other liquid assets built up by the industry. It has been 
suggested that promoters are often anxious to obtain Government 
patronage which would make it easier for them to obtain outside 
financial support, and that it is difficult to sympathise with this 

•Karin Kock, “ A study of interest rates ”, page 8, 
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attitude on the part of promoters. According to one of these wit- 
nesses, in most countries all large industrial concerns have been 
developed by private enterprise from very small beginnings and 
if the same principles of non-reliance on Government help be 
followed in India, no sound scheme of industrial development 
would find any difficulty in obtaining finance either for block, or 
working capital from the existing sources of supply. 

340. Indian witnesses in general differ from the conservative* 
school referred to in the preceding paragraph and they are extreme- 
ly dissatisfied with the existing state of affairs. We mention 
below the various handicaps to Indian industries brought to the 
notice of the Committee by these witnesses through itheir written 
and oral evidence : — 

(i) Banks in India do not provide finance for block capital foi 
industries, though there is no reason w r hy such finance should not 
be provided by them out of their paid-up capital and reserves, if 
adequate security is offered. It is true that these resources are rela- 
tively small, but by utilizing these capital resources for the 
purchase of debentures of industrial concerns with a view 
co passing them on to the public, banks could render 
great assistance to new r industries. This process could be 
repeated continuously with very little risk to the banks 
and with great advantage to new industries. It is complained that 
conservatism and lack of initiative make the banks very timid and 
prevent them from embarking on under- writing of industrial capital 
or even lending money on the security of industrial shares to any 
great extent. The Imperial Bnnk of India which is the biggest 
Indian joint-stock bank that might be of some assistance in this 
direction is debarred by statute from giving loans to industrial 
companies for capital expenditure, by the limitation of six months 
on the period of loans that may be granted by it, and by a prohi- 
bition against lending money on the security of industrial shares 
or immovable property. Even as regards floating capital secured 
by liquid assets, the Bank insists on a margin of something like 50 
per cent, with the result that industries have to provide not only 
the whole of the capital required for financing the fixed assets but 
also 30 per cent of the capital required for financing the floating 
assets. This attitude of the banks in India, added to the shyness 
of Indian capital , acts as a damper on the industrial development of 
India. 

(ii) Banks further usually insist on a full backing of tangible 
and easily realizable security for their loans and take no 
account of the personal credit and integrity of the bor- 
rowers. This is in striking contrast to the position in 
England as illustrated by the following quotation* from 

♦This quotation refer* srecifieallv to farmers’ accounts but it will be peerr 
from pages 170 to 171 of Walter Leaf’s book that the same practice is followed* 
in other directions. 
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Walter Leaf’s book on ‘Banking’ : — “We (i.e., the Westminster 
Bank) have had some figures taken out, and I confess they were 
-something of a surprise to me. They refer*, of course, to the loans 
we make for current business purposes. They show that of the 
total number of borrowers no less than 28 per cent had their 
loans wholly unsecured, and a further 13 per cent only gave 
partial security”. It lias been suggested that a number of failures 
of industrial concerns, due to bad management, has shaken the 
x.onfidence of the public as well as the banks, in India, in industrial 
concerns generally and the banks are, as a result, over-cautious 
in their advances to industries and insist on tangible and easily 
realizable security as cover in all cases. It is argued, however, that 
it is the business of banks, if they have the national welfare at heart, 
to distinguish between good and bad concerns and to help those 
'Concerns, about which they are satisfied that the business integrity 
of the management and the financial position are sound. 

(iii) Notwithstanding the view of the conservative school it is 
.said to be a great hardship to industries, that banks should insist 
on maintaining a margin of about 30 per cent, in regard to advances 
against stocks and even a higher margin in regard to stocks in 
process of manufacture, especially when prices have touched 
bottom in many cases. The hardship is said to be further in- 
creased by banks not giving any consideration to the existence of 
valuable block capital as general security for loans. 

(iv) The Cotton Textile Industry is the biggest national industry 
of India. The industry has for the last few years been passing 
through a period of general depression and has also been subject 
to local vicissitudes. A number of mills in Bombay are not mak- 
ing a profit at present and from year to year have sustained losses 
which have led to a reduction of capital. On account of this reduc- 
tion in capital and the recurring losses, the banks are reluctant to 
make advances. The Managing Agents who finance the industry to 
a considerable extent in normal times are unable to cope with the 
requirements in such periods of adversity. It is stated that in 
other countries of the world such national industries would in times 
of depression be nursed by a bold and sympathetic policy on the 
part of banks. 

(v) It has been suggested that banks in India are not equipped 
with the technical knowledge necessary for valuing the 
assets of an industrial concern and for judging whether 
the concern is profitable and solvent. Asked whether this 
lack of technical knowledge interfered with the liberal grant of 
facilities by banks, one prominent Indian banker said that such 
difficulties do not exist in the case of large industries where 
sufficient data are available through balance-sheets and reports, 
Torn which the bankers can form a correct opinion about the 
inancial position of the concerns. He added that the smaller 
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industries, however, which were generally proprietary concerns did 
not prepare and make available balance-sheets regarding their 
financial position and that banks were handicapped by the conse- 
quent lack of knowledge in granting advances to them. Even if 
•technical men for the valuation of the assets of the company and 
for giving expert opinion as to the solvency of the concern were 
required, it was stated that banks could easily employ such men for 
the purpose and that this would not be very costly. From their 
personal experience on the boards of industrial concerns, the repre- 
sentatives of an important Chamber of Commerce said that they 
had no difficulty, practical or otherwise, in getting advances from 
banks for want of technical knowledge on the part of the bank 
management. 

The Bengal Banking Enquiry Committee have referred to the 
fact that joint-stock banks do not employ experts to make valua- 
tion of the goods against which advances are asked for and have 
suggested that the task of valuation might be undertaken by some 
reliable agency. The Bombay Committee have also referred to the 
lack of technical knowledge on the part of the bank staff for 
examining propositions for financing industries. 

(vi) Banks finance industries at present out of short-term 
deposits by granting advances for working capital for short periods. 
Though they are always willing to renew these loans from time to 
time provided that the industrial concern is running satisfactorily 
and the security is good, from the point of view of the industrial 
concern, this position is considered to be precarious in view of the 
fact that the concern can never be certain of getting a renewal of 
the advances. 

(vii) As stated later in paragraph 343, a great deal of the capital 
required by the cotton mills in the Bombay Presidency is 
obtained direct by means of d eposi ts from the puMic. This 
system of finance has been compared to a fair-weather 
friend. When times are bad, these deposits are liable to be with- 
drawn from good as well as bad concerns, thereby aggravating the 
position at a time when all resources are required to carry over 
what may be only a temporary period of depression. 

(viii) Some complaints have been made about racial discri- 
mination on the part of the officers of the Imperial Bank of India 
when considering applications for credit. It has Been suggest- 
ed that the European managers of the Bank on account of 
their methods of living and social habits have greater opportunities 
of coming in closer personal contact with European clients than 
with Indians and that this personal information and contact result 
in more favourable treatment being accorded to European concerns 
than to Indian concerns. ' It is further generally believed that the 
Eank lends to European concerns more freely than to Indian 
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concerns and that several Indian concerns which took the 
Bank's assistance have had bitter experience. It has beer* 
suggested that while non-Indian concerns get fuller assist- 
ance from the Bank, the assistance rendered to Indian concerns 
is very small and falls much short of the actual requirements of 
the concern We have been furnished, through the courtesy of the* 
Imperial Bank of India, with the figures of advances to Indian and 
non-Indian concerns, but in the absence of fuller information 
regarding individual concerns, we are unable to examine this 
complaint. We were referred in this connection by one of the 
witnesses to the system followed by the Bank of India at Ahmeda- 
bad. Instead of depending on his shroff for information regarding 
the status and position of his clients, the Manager is assisted by a. 
local board of directors who take the fullest responsibility for the* 
recommendations they make. The particular witness stated that 
he had known cases where owing to the absence of such local 
boards for branches of the Imperial Bank of India a party worth 
Es. 3 or 4 lakhs had been reported as worth Es. 10,000 only while’ 
a party worth a few thousands had been represented to be worth 
some lakhs. The Managing Governor of the Imperial Bank* 
when asked to explain to the Committee the means employed by 
the Bank to ascertain the standing and repute of traders, stated : — 
‘Banks have their own intelligence departments which, by 
watching markets and the operations of dealers in 
those markets, by the receipt of information from 
many sources open to them, confidential and other- 
wise, by the observation of individuals by trained 
observers, by the examination of books and balance- 
sheets and the summing up of the information so 
received by the officers of the bank, arrive at their 
estimate of the credit that should legitimately be 
granted. ’ 

We might also observe in this connection that the Imperial Bank 
of India has more than 160 branches while the branches of 133 
other joint-stock banks taken together totalled 421 in 1928. 

Similar complaints against banks generally have also been 
received from representatives of collieries and tea gardens. It is- 
said that collieries and gardens under European management do 
not suffer on account of want of finance, but that others controlled 
by Indians do suffer from this cause. 

(ix) The rates of interest charged to industries for loans and ad- 
vances are said to be generally much higher than the industries 
can bear. For example, the usual rate of interest on bank loans 
and advances is generally the Imperial Bank's rate, and in some* 
cases one or two per cent, higher. As the Imperial Bank rate 
advances with reference to seasonal market conditions, industries 
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are penalised by high interest charges based on seasonal stringency, 
though the rates are not justified by the inherent conditions of the 
industries. Smaller joint-stock banks make advances to industries 
both on mortgage andj personal sureties at much higher rates. 
Similarly in the case of finance supplied by Indian Princes and 
indigenous bankers and merchants a very high rate of commission 
has often to be paid to the intermediary party which arranges the 
loan and such finance is in consequence more costly than the finance 
obtained from banks. The difficulty of obtaining capital by issue 
of debentures has already been referred to and here Ihe cost of 
raising capital in this manner may be mentioned. It is pointed out 
by one witness who deals in such debenture issues that debenture 
loans generally cost about 7 per cent per annum besides the addi- 
tional cost involved in commissions, stamps, etc., and that the 
underwriting commission or brokerage alone varies from 2 to 5 per 
cent. 

341. Ax the same time many witnesses have stated that in 
India capital for industrial development is not easily forthcoming 
from the public, and further that the financing of fixed capital 
expenditure by means of debentures is not as popular as else- 
where. This state of affairs has been attributed to various 
causes : — 

(1) There is no recognized method in India by which the 

general public can obtain advice and assistance as re- 
gards investments in India. No doubt banks’ clients 
can obtain some sort of advice from their bankers, but 
there are many urban centres vGiich do not still possess 
any banks and the assistance where it is available is not 
of the active, directing kind which banks in Germany 
supply to their customers, for the advancement of 
industries. The Stock Exchanges function only in the 
large seaports and an upcountry investor has little 
chance of getting in touch with any reliable or recog- 
nized member of these Exchanges. 

(2) The failure or lack of success of many of the smaller 

industries started in India is also reported to have 
shaken the confidence of the public in industrial in- 
vestments to a certain extent. The conservative in- 
vestor in the mofussil therefore prefers to invest his 
money in post office savings hanks, cash certificates and 
other Government securities with the knowledge that 
the credit of the Government is behind these invest- 
ments and that his money is, therefore, perfectly 
secure. 

(3) We have been told that there is a class of Indian in- 
vestor which looks for capital appreciation in its in- 
vestments and that debenture loans with a fixed yield 

s 
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of interest and with no prospect of capital appre- 
ciation have, therefore, no attraction for this class. 
On the other hand, we have been informed by the 
Calcutta Stock Exchange Association, whose opinion 
in this matter is entitled to great weight, that there 
is at all times a large class of investors which prefers 
the security offered by sound debentures to the possi- 
bility of capital appreciation. 

(4) In other countries insurance companies invest a large 

portion of their surplus funds in debentures of first 
class concerns. In India no insurance company ‘Has 
yet taken to this kind of investment. This is attri- 
buted by some witnesses to the insecurity engendered 
by the fiscal policy of Government and by others to 
the absence of debentures of really first-class industrial 
, concerns. 

(5) "The heavy stamp duty on debentures and on transfers 

of debentures is also considered by some witnesses 
to be one of the impediments in the way of industrial 
debentures becoming popular. For example, in 
Bombay the stamp duty on a debenture transferable 
by endorsement, or by a separate instrument of trans- 
fer, is Rs. 7/8 per thousand. On each transfer there 
is an additional duty of a similar amount. In the 
case of bearer debentures, there is an initial 
duty of Rs. 15 per thousand at the time of 
issue, but there is no additional duty on each transfer. 
In order to encourage this useful form of investment 
among the public, the Punjab Banking Enquiry 
Committee have recommended considerable reduction 
in the duties. There are, however, other witnesses 
who think the stamp duty has nothing fo do with the 
popularity of the debentures, as the cost of the initial 
duty falls on the company and not on the holder 
of the debentures, except in the case of 'registered' 
debentures of which there are not more than half a- 
'dozen issues in all and where the stamp duty is the 
same as for share transfers. 

(6) Our attention has also been drawn to a practice 
whereby the whole of a debenture loan has been taken 
up by limited groups of financiers working for wealthy 
clients such as Indian potentates and merchant princes, 
who do not try to place the debentures on the market 
and thus create a market for them'. In a few cases, 
certain banks have, we are told, tried to introduce 
'debentures among their clients by even devising in- 
stalment schemes of payment, but tKat small odd lots 
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put on the market by companies of unknown antece- 
dents and uncertain future do not attract the investing 
public, and moreover such issues cannot readily 
be negotiated in the Stock Exchanges. Opinions as 
expressed by several important bodies vary consider- 
ably. One such body affirms that original debentures 
are quite popular forms of security and are saleable in 
the market and that in general debentures of mills, 
tea gardens, and other sound concerns, are sought after 
in Calcutta, though such debentures are bought more 
by investors than speculators and therefore do not pass 
from hand to hand in the same easy manner as shares. 
The Calcutta Stock Exchange Association have brought 
to our notice the success of the debentures of two im- 
portant Indian jute mills in Calcutta. In their 
opinion, the success depends on the nature of the 
security offered, and where this is satisfactory, and the 
yield is attractive, the public readily subscribe. The 
standing and repute of the Managing Agents is also 
a matter of importance ; a slight preference being 
shown, they say, for European Managing Agents. 

[ 7 ) Most of the Indian witnesses have added another reason 
for the shyness of Indian capital, namely, the 
fiscal policy of Government. When once an in- 
dustry is started, the industrialist has no guarantee 
that he will be protected, if any such neces- 
sity arises, against unfair foreign competition. We 
have heard the complaint that though machinery has 
been set up by Government to consider the claims made 
by various industries for protection, namely, the Tariff 
Board, the recommendations of this Board are not al- 
ways carried out by the Government. It is therefore 
argued that the investor in an Indian industrial, under- 
taking has no assurance that the industry in which’ 
he invests will reach the profit-earning stage or that’ 
the profits, when once they accrue, will be maintained 
by inauguration of proper protective measures on the 
part of the Government of the country. 

The Managing Agency System. 

342. We have referred more than once to the Managing Agency 
system. The important place which it occupies in the organiza- 
tion of industries in India justifies a somewhat fuller treatment 
in our Report. 

(i) Bombay. 

343. In Bombay, when an industrial concern is started, parti- 
cularly a cotton mill, the Managing Agents attract capital from 
their friends and others who are aware of their standing. 

s 2 
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The working capital is found from private deposits and from loans 
and cash credits from banks, and in both directions the Managing 
Agents on account of their financial standing have rendered yeo- 
men service to the industries. The deposits are in most cases 
for six and twelve months and the rates paid on such deposits vary 
from about 4£ to (U per cent, being to a great extent regulated by 
the standing of the individual mills and the position of their 
Managing Agents. As regards loans from banks, thev are obtained 
on the guarantee o f the Managing Agents and are now 7 generally 
secured collaterally by a hypothecation of the liquid assets of the 
mill company. Advances to mill companies are not usually made 
against a peUlge of stocks, as the mills do not find it convenient to 
place their stocks in the possession of banks. The procedure 
followed by the Imperial Bank of India is that in cases where a 
pledge on stocks is given, it is not usual to require the guarantees of 
third parties, and advances in such cases are made on the security 
of stocks. But sometimes only a 'charge* is given which is a very 
wide and elastic term embracing hypothecation or lien, and a 
guarantor is required only when the so-called charge is not a 
sufficient security in itself. In such cases advances are granted on 
promissory notes and as undeih the Imperial Bank of India Act, 
such advances must be on the security of paper bearing two 
names, the personal guarantee of the Managing Agents is also 
Taken. This personal guarantee of the Managing Agents is not 
nowever required in respect of advances against Government and 
other trustee securities. Tn some cases it is stated that the 
Managing Agents provide finance on consideration of being 
apfiointed agents for buying raw material and selling or distri- 
buting the products of the industry concerned. 

(ii) Calcutta. 

b44. In Calcutta the main industries in which the Managing 
Agency system prevails are jute, coal, cotton and tea. The duties 
of Managing \genls are said to be very wide. The Managing 
Agents (unless the agency lias changed hands') are the founders of 
the concerns, and manage them in every way. They arrange for 
the finance, both block and working, either by raising share capital 
or arranging with banks, or other financiers or supplying it them- 
selves. They purchase the raw’ materials, supervise the manufac- 
ture, sell the products , and control the management in all spheres. 
When banks require guarantees, the Managing Agents give the 
same. We understand that these Managing Agents do not in 
many cases give their personal guarantee in the case of bank loans 
and overdrafts as in Bombay but merely give a guarantee that 
iho overdrafts granted are always covered by stocks. 

(ili) Ahmed&bad. 

The Committee have been furnished witli a full description 
of the working of the Managing Agency system in Ahmedabad 
where it is admitted on all hands to be an unqualified success. 
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.Generally speaking, the total block capital required for starting a 
cotton mill in Ahmedabad is about Es. 20 lakhs and of this Its. 5 
lakhs is initially found by share capital. As regards the balance, 
in the case of the old mills, Go to 75 per cent of the capital outlay 
lias been financed by deposits and by funds supplied by the 
'Managing Agents. These deposits used to be generally for 
one year. In the case of new mills, out of Ks. 20 
lakhs required to finance the block capital, Es. 5 lakhs 
is raised by shave capital and the balance, is found in 
the form of seven-year deposits for Es. 5 lakhs and one- 
year deposits or the Managing Agents’ own capital for the remain- 
ing Es. 10 lakhs. These seven-year deposits are encouraged by 
the grant to the depositor of a share in the agency commission. 
The managing agency is made into a limited concern with a 
nominal capital of Es. 1,000, there being 1,000 shares of Ee. 1 
each, and any one who comes forward with Es. 5,000, i.r., 
Es. 3,000 in the shape of ordinary share capital and Es, 2,000 in 
the shape of deposits for a fixed period of 7 years is given one 
share of the managing agency or one thousandth share of the 
agency commission. This one rupee share has considerably more 
value than its nominal value and in some cases it is worth Es. 700 to 
Es. 800. As far as the Ahmedabad industry is concerned, the system 
is reported to have succeeded beyond ordinary expectations and it 
is even doubted if the industry would have progressed as well as it 
has done in recent years, had it not been for the system of giving 
out shares from the managing agency commission. Formerly, the 
Managing Agents used to take in persons who would bring in a 
certain amount of capital, thereby earning a certain portion of 
the Commission Agent’s share, but now the agencies have been 
made into limited concerns and shares issued, a proportion of 
which the holders may sell off at their sweet will. 

346. The dtqxwits received by mills come mostly from indivi- 
duals and vary from Es. 5,000 to Es. 10,000 on the average. Be- 
fore the war, it is said, almost all the deposits used to come from the 
public in Alnnedabad and adjoining rural areas. But after the war, 
some of the industrial concerns in Ahmedabad have flourished and 
accumulated reserves and these reserves are now inter-deposited. 
These deposits hv mill companies have taken the place of the 
deposits from rural areas which have considerably fallen off, due 
partly to decline in their prosperity and partly to the competition 
of Government. It is said that the Ahmedabad public consider 
that it is safer to deposit with a mill than with a bank" and this 
state of affairs is attributed to the business integrity of the people 
in charge of the management of the mills who look to the interests 
of the depositors as if they were their own. On the whole, there 
has been no reduction or falling off in the total of the deposits 
received by the mills, which have continued steady during a long 
period of 25 years. 
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'347. Mills in Ahmedabad obtain very little or no assistance from 
bank$. So far as block capital is concerned, the banks are naturally 
unwilling to invest their funds raised in the form of short-term 
deposits in long-term investments in fixed assets of the concerns. 
Even as regards working capital, the mills are unwilling to pledge 
or hypothecate their stock with banks as Bombay mills do. It is 
said that if the mills were to hypothecate their stobk, the whole 
fabric of credit including their deposit system would be ruined. 

3 4S. In Ahmedabad it is not the practice for the Managing 
Agents to charge any commission for buying raw material; it is 
for selling the finished product that they get a commission. 

349. The rates of interest on deposits offered by a mill under 
a particular management in Ahmedabad during a series of years 


were as follows : — 

Per cent. 

1923 6 

May 1926 6} 

January 1927 5 

October 1929 6J 


The rate which the Managing Agents charge to the mills for the 
money which they advance is said to be never more than 6 per 
cent and compares favourably with the rate of interest on deposits, 
inasmuch as the agents have to advance any amount of deficiency 
in the total finance required by the mills including losses from time 
to time. 

350. The following statement shows the various sources from 
which mills in Bombay and Ahmedabad obtain the required 
finance : — 


(In lakhs of rupees.) 


Bombay. 


Ahmedabad. 


(Figures for 64 Mills.) 


(Figures for 56 Mills.) 




Percentage 


Percentage 



of total 


of total 



finance. 


finance. 



Rs. 


Rs. 


1 . 

Amount loaned by 






the Man aging 
Agents 

5,32 

21 

2,64 

24 

2. Amount loaned by 






Banks 

2,20 

9 

42 

4 

3. 

Amount of jiublic 





4. 

deposits . • 

Amount of Share 

2,73 

11 

4,26 

39 

Capital 

12,14 

49 

3,40 

32 

5. 

Amount of Deben- 






tures issued 

2,38 (a) 

10 

8 

1 


(a) MaHe up of : — 46 from Managing Agents. 
53 from Banks. 

1,39 from the public. 
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fiv) Bihar and Orissa, 

351. The following extract from the Bihar and Orissa Report 
shows the position of the Managing Agents in that province : — 
“They are most active in the coal mining and iron and steel 
industries. Of the lesser industries they support most Gf the 
electrical enterprises, the lime factories and the larger mica mines 
as well as a good part of the sugar industry. They have not much 
concern \&th the other industries. Though without their help 
Bihar and Orissa v/ould have been even less fully developed than it 
is, from a purely provincial point of view their activity has some 
serious disadvantages. They have concentrated mainly on in- 
dustries dependent on the exhaustible resources of the province, 
and have not, save in the matter of sugar, developed other industries 
not so dependent. Though they are closely linked to the general 
money market and can hire first class business ability, their out- 
look is too wide, their centre of operations too far removed, and 
their financial scale too large, to secure an examination of the pos- 
sibilities of developing minor industries, which might be of great 
service to the masses of the provincial population. In fact they 
have, from our point of view, too many irons in the vast and 
uproarious fire of their activities. Nor can they be expected to 
feel, in addition to the stimulus of profit, the spur of provincial 
patriotism to make them take a lively and well-informed interest 
in such development* *. 

General remarks on the working of the system. 

352. Although the Managing Agency system is reported to have 
done a great deal for the industrial development of Bombay, it is 
admitted that it is not by any means a perfect arrangement but 
has many serious drawbacks. There have been cases where the 
Managing Agents have, besides managing their own mills, traded 
and speculated and the resulting weakness in their position has 
reacted on the financial position of the mills themselves and led to 
the banks withdrawing cash credits even when the mills were 
intrinsically sound, merely because the Managing Agents had be- 
come weak. Further, although it is true that in times of crisis 
such as Bombay has been going through, Managing Agents have 
incurred extensive losses as a direct result of financing the mills 
under their control, there have been a few cases in which' these 
Agents have turned their loans to the mills into debentures, with 
the result that iho concerns have passed into their hands and 
the shareholders have lost all their capital invested in the under- 
taking. It has also been pointed out that this Managing Agency 
system works well when everything goes on smoothly and when 
the industries are prosperous. During these periods of prosperity 
if more money is required by the industrial concerns, the Managing 
Agents may very often continue supplying the money themselves 
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to a considerable degree. Later on, however, when conditions 
alter and the industry or the particular concern comes up against 
bad times and the Managing Agents find themselves compelled to 
find more money to support the industry, it is found that they 
arc not able in all cases to cope with the requirements. 

353. We suggest, therefore, that attempts should be made 1 6 
make industrial enterprises in India less dependent on this system 
for future development. The establishment of direct friendly rela- 
tions between industrial companies and commercial banks is desir- 
able especially in view of the capital demands that are likely to arise 
in connection with mergers and reconstructions which may follow 
the present economic depression. 

Result or Provincial Enquiries into small and medium sized 

industries. 

354. We have referred in the preceding paragraphs to the evid- 
ence we received in regard mostly to major industries, such as 
cotton, jute, iron and steel and coal. As alreadj T stated, the financial 
requirements of small and middle-sized industries were investigated 
by the Provincial Banking Enquiry Committees. The various 
industries examined by them w 7 ere : rice, flour and oil milling, lac 
manufacture, mica mining, sugar refining, cigarette and silk 
manufacture, cctton ginning and cleaning, the tea industry, and 
glass manufacture. The position of these industries in regard to 
the supply of their financial requirements is summarised below. 

(i) Assam. 

355. The Assam Committee have investigated the case of the 
tea industry, and while they acknowledge the difficulties of some 
of the smaller gardens they attribute this to some extent to the 
under-capitalization of the gardens in the initial stage. They 
state that the firmly established European and Indian gardens 
which have provided themselves initially with sufficient capital 
and have built up adequate reserves are able to tide over periods of 
slump. 


(i*> 

353. The Bengal Committee in the case of tea refer also to the 
difficulties caused by under-capitalization in the first place, and the 
consequent necessity to borrow from loan offices, moneylenders 
and marwari bankers on personal security or on mortgage of the 
gardens. Nevertheless they have come to the conclusion that the 
exfeVng financial facilities enjoyed by the gardens appear to be 
sufficient, and that the companies should follow’ the sound policy 
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of building up reserves from their huge dividends instead of dis- 
tributing the whole of them as at present. Some of our members 
think that this conclusion is not justified considering the high 
rates of interest which some of the gardens have to pay for finance, 
and we think that it might be advisable for the Industrial Corpora- 
tion which we recommend elsewhere to look further into the case 
of this industry if and when it is established. 

357. As regards the middle-sized industries in Bengal such as 
rice-nulls, milk for pressing oils, hosieries, match factories, prin- 
ting presses, chemical works and tanneries, the Committee are 
satisfied that on account of the absence of suitable agencies, such 
concerns are not flourishing and that some method should be 
devised to ensure their stability and development. 

(iii) Bihar and Orissa. 

.‘Is 5 . The Bihar and Orissa Committee deal with the following 
industries : lac, mica, leather, oil and rice mills and other minor 
industries. With the exception of sugar mills and a tobacco fac- 
tory which raise their money through managing agents in Calcutta 
all the concerns appear to have difficulty in obtaining the necessary- 
finance and have to pay exorbitantly high prices for it. 


(iv) Bombay. 

3KP. The Bombay Committee cair attention to the brass and 
copper vessel industry as being an instance of an organized industry 
which is badly in need of financial assistance in all stages of its 
production. They also refer to other small and middle-sized indus- 
tries which have difficulty in obtaining necessary funds at reason- 
able rates of interest. 


(v) Burma. 

,%(). In Burma the following industries were reviewed : rice- 
milling, petroleum, silver and load, tin and wolfram, electric 
supply, cotton ginning, rubber, leather, chemical, engineering and 
building. The large rice mills are financed by the larger banks 
while the smaller ones are financed by Chettiyars and some advances 
are also made by private individuals, by Chinese b'anki and by 
Dawson’s Bank/ The industry is not profitable at present, and 
there lias been an appreciable contraction in the credit given by 
Chettiyars. The other industries deal with the. Imperial and the 
Exchange Banks and some have access to the London money 
market . The Committee have no proposals to make regarding the 
financing of these various industries. 
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(vi) Central Provinces. 

361. The Central Provinces Committee have dealt witK shellac,, 
oil mills, glass factories, rice-hulling mills and flour mills. In the 
case of glass factories and flour mills there are difficulties in obtain- 
ing financial accommodation, but no specific complaints or recom- 
mendations have been made. 

(vii) Madras. 

362. The Madras Committee considered the case of the leather 
industry, and also of a few co-operative enterprises connected with 
sugarcane crushing, manufacture of jaggery, oil-crushing, rice- 
hulling, groundnut decortication, cotton ginning and the grinding 
of bones. Conditions, though perhaps not so bad as in some of 
the other provinces, inidcate that the industries are handicapped 
for want of adequate financial facilities. 

363. Tanning is a very important industry in Madras. It is 
carried on mostly with owned capital and with funds borrowed from 
the exporters and the mandi merchants. Exporting firms give 
standing advances in most cases at a rate of interest of about 9 per 
cent per annum and on the security of the stock in trade and fre- 
quently on the additional security of immovable properties. This 
standing advance is said to make the tanners dependent upon the 
exporting firms, thus forcing them to sell their goods only through 
those particular firms. The Southern India Skin and Hide Mer- 
chants Association suggest the desirability of such standing advances 
being made by some banking institutions. The tanners also receive 
advances from the mandi merchants and exporting firms on the 
despatch of their goods to the extent of 50 to 80 per cent of the 
probable value. Some of the exporting firms appear to charge 
interest at 9 to 12 per cent on these advances until the time when 
they reimburse themselves with the drafts drawn on the shipment 
of goods. Some of the tanners have dealings with the indigenous 
bankers for the purpose of obtaining finance for the purchase of 
raw stocks and the interest on such credits is generally 9 to 12 
per cent, though in certain cases it is as much as 24 to 30 per 
cent per annum. 


(viii) The Punjab. 

364. The Punjab Committee found themselves unable to spare 
much time for the consideration of industrial finance. They, 
however, had certain special enquiries 'made with' the help of the 
Director of Industries and the Registrar of Co-operative Societies 
into certain small industries like cotton ginning, oil-milling, 
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ice-making, flour-milling, iron foundries, collieries, tanning, hard- 
ware and sports-gear industries. They found that organized indus- 
tries financed themselves without serious difficulty at 9 to 12 per 
cent, per annum. The sports-gear industry of Sialkot complained 
■of lack of sufficient capital and also of lack of facilities for 
foreign trade. The Punjab National Bank which is the only 
Indian bank in Northern India with foreign connections is said to 
'Charge very high rates as compared with exchange banks in 
Bombay. 

365. Tanning is one of the most important industries of the 
province and the volume of business was estimated at about Rs. 2J 
crores in 1922. Generally this industry is in the hands of very 
poor Chamars. On account of their poverty, their prejudice 
against the adoption of new and improved methods, the competition 
of imported goods and the lack of organization, the industry is 
said to be definitely on the decline. The tanners generally borrow 
from three sources, the middleman, the professional moneylender 
and the co-operative societies. The loans are generally taken either 
by pledging their ornaments or without any security at all if the 
tanners have credit. The rate of interest against ornaments is 12 
per cent, and against personal security 18 to 36 per cent. Co- 
operative societies charge 12 J per cent. The middleman also 
makes a profit by charging a higher price for the raw material 
supplied and bv charging a commission. 

(ix) United Provinces. 

3G6. There are various kinds of urban industries, viz., blanket- 
weaving, embroidery ( chikan ) industry, making of carpets and 
stoneware, calico-printing, silk weaving, gold and silver thread wir- 
ing, brass and copper work, etc. The people who finance these in- 
dustries are the itinerant dealer, the karkhcuidar and the large 
dealer or mahajan , all of whom supply the raw material and some- 
times are agents of larger dealers and depend upon them or the 
mahajans for financial assistance. In those industries where the 
processes of manufacture are so specialized that they cannot be 
undertaken by the same set of artisans, the large dealer co-ordi- 
nates the different branches of production. To some extent the 
artisans engaged in these industries are said to be in a state of 
economic bondage to the middlemen who exploit the ignorance of 
the artisans and take full advantage of it. The Provincial Com- 
mittee have not gone into the questiQn of organized industries like 
cotton ginning, sugar, and oil mills. 

Proposals for the establishment of an Industrial Bank. 

367. The written memoranda submitted to us, as well* as the 
reports of the Provincial Committees, indicate a general consensus 
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of opinion timi efforts should be made to start an industrial bank 
or banks to supplement the existing facilities for the financing 
of industries. The Bombay, Bihar and Orissa and the Central 
Provinces Committees have recommended the establishment of 
Provincial Industrial Banks. The Bengal Committee have suggest- 
ed the organization of a special type of bank to help the middle- 
sized as well as the large industries. One member of the Madras 
Committee and three members of the Bihar and Orissa Committee 
have suggested industrial hanks for their respective provinces. 
The United Provinces Committee have left it to the Central Com- 
mittee to decide whether there should be one Industrial Bank 
with pro\ incial branches or separate provincial banks. 

3GS. The general trend of evidence before us was also in favour 
of establishing a special type of industrial hank or hanks to finance 
industrial concerns, riven the conservative school which emphasiz- 
ed the impmtance of private effort in the matter of securing the 
initial block capital thought that in view of th© shyness of Indian 
capital an industrial hank might be of some advantage in mobiliz- 
ing capital and turning it into channels of productive investment. 
There was only one doubt viz., whether in the present state of 
world- wide depression in almost all trades, it would not be inoppor- 
tune to start this new class of bank to help industries and whether 
it would n cA be advisable to await the return of more favourable 
conditions. On the other hand, the present depression and the diffi- 
cult conditions through which industries are passing were consider- 
ed by some witnesses to be the governing consideration favouring 
the proposals for the immediate creation of the proposed new' insti- 
tution. 

309. Opinion is divided on the question whether the institution 
should be an all-India one with provincial branches, where neces- 
sary, or should he started as a solely provincial institution in each 
province wTiere it is required. 

370 The arguments adduced in support of a central institution 
are : — 


(1) The financial position of the Provincial Governments at 
the present moment is not propitious for starting 
provincial industrial banks. Under existing condi- 
tions it will be more practicable for the Central Gov- 
ernment to find the money required either for subs- 
cribing to the capital of the bank or for guaranteeing 
the return on the capital than for each Provincial 
Government to do so. 
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(2) It will be easier for an all-India bank to raise the capital 

required in the shape of shares and debentures than 
for a provincial bank. The Directorate which will 
be drawn from the be si men in all the provinces will 
be able to command more confidence and this coupled 
with their wider knowledge and outlook will make it 
possible to raise funds more economically and cheaply. 
The instance of the Madras central land mortgage 
bank was quoted in this connection, where the 
central institution was started in order to issue 
centralized debentures in place of a number of issues 
by small independent primary banks which were 
neither popular nor cheap. 

(3) An all-India bank with greater resources and with its 

funds laid out in a variety of industrial concerns 
will be better able to tide over periods of loss due 
to general depression and other causes than a number 
of independent provincial banks. Some witnesses 
have, on the other hand, stated that if owing to the 
preponderant voice of the laiger industries, the funds 
of the central institution came to be invested in those 
"industries, the alleged advantages from distribution 
of risks would be almost non-existent. 

(4) An all-India bank would be of immense benefit to the 
country in guiding its industrial development on 
sound lines. It will be able, by its experience and 
knowledge gathered from all parts ot Tndia and tabu- 
lated by a well-equipped intelligence department 
attached to the bank, to act as a guide and friend to 
all industrial concerns in India, young and old. It 
will prevent uneconomical and wasteful efforts to 
start industries in places where there are no possibi- 
lities and it will itself he in a position to formulate 
schemes for industrial development besides analy- 
zing and criticising propositions placed before it- for 
financial assistance and support. Wo have also heard 
the opposite view from some witnesses that it is 
not the function of an all-India industrial bank to 
participate actively in directing the industrial deve- 
lopment of the country. Tn the opinion of these 
witnesses the industrial survey of the country with a, 
view to exploring the possibilities of development is 
a matter for private enterprise as well as for the 
Government concerned ; and it would he dangerous 
for a bank to advise on industrial possibilities, as it 
will increase the bank’s own responsibility in the event 
of any financial loss. 
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(5) It will be more economical for a central institution to 
engage technical experts to advise on industrial pro- 
positions throughout the country than for each pro- 
vincial bank to requisition the services of indepen- 
dent experts and pay for them. Moreover an expert 
who has acquired experience with a central institution 
of conditions in all parts of India will be able to 
give more valuable advice to the bank and industries 
than one with limited experience in a single province. 

.371. The arguments advanced by witnesses in support of pro- 
vincial industrial banks are : — 

(1) In regard to the grant of financial assistance by Gov- 

ernment, it will be easier for each Provincial Gov- 
ernment to find its small share than for the Central 
Government to meet the requirements, large in the 
total, of all the provinces. 

(2) ‘Industries’ is at present a transferred Provincial sub- 

ject and if- it continues to be so in any scheme of 
future political reform in India, it is but proper that 
any expenditure in connection with financial assist- 
ance to industries and industrial banks should be left 
to be scrutinized and shouldered by the Provincial 
Government instead of by the Central Government. 
For this purpose it is necessary that the proposed in- 
dustrial bank should be organized on a provincial 
rather than on an all-India basis. 

(8) The advantages of a centralized issue of share and 
debenture capital are real within certain limits. But 
at the same time, the urge of provincial patriotism 
and the competition of the Government of India for 
capital in the all-India markets are factors whicli 
have also to be reckoned with. 

(4) Provincial banks would be able to look after the re- 
quirements of the industries in the respective pro- 
vinces better than an all-India bank, even though the 
latter might have provincial branches. The proposed 
industrial banks should also provide the financial re- 
quirements of cottage industries and a central all- 
India institution would not be able satisfactorily to 
discharge its functions in this regard. The United 
Provinces Committee have pointed out that though 
a single central bank would make both for efficient 
management and economy, there is a danger of the 
interests of the smaller industries being sacrificed to 
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the needs of the larger. The Bihar and Orissa Com- 
mittee’s observations regarding the working of the 
Managing Agency system in that province from Cal- 
cutta and Bombay emphasize the drawbacks of 
management from a distant centre from the point of 
view of provincial interests. An important Indian 
Chamber of Commerce in their evidence have shown 
their anxiety that even within the province, the in- 
terests of one division which is industrially backward 
should not be over-ridden by those of another division 
which is industrially more forward and important. 
It is argued that all this points to the desirability of 
starting the proposed new institution on a provincial 
basis. 

(5) The economy arising out of the engagement of technical 
experts at the centre is, it is stated, unimportant, 
as occasions for the use of their services will be few, 
and far between, and it will be more convenient to 
engage and pay for the services of the best available- 
expert for the occasion than to engage a whole- 
time officer for the purpose. 

372. One Indian commercial body which has supported an 
industrial bank for each province has suggested that all the pro- 
vincial banks may be federated to an all-India institution, with the- 
following functions : — 

(i) propaganda and advertisement with a view to mobilizing 

capital for investment in the shares of provincial 
banks ; 

(ii) raising of funds by debentures or loans from the Govern- 

ment of India and distributing them as additional 
capital to provincial banks in accordance with the re- 
quirements of each province ; 

(iii) controlling the provincial banks with a view to co- 

ordination and to avoid overproduction in the various 
industries; and 

(iv) laying down general principles for the guidance of pro- 
vincial banks and examining larger propositions for 
financial assistance to industries. 

373. The foreign banking experts in their first memorandum on 
the subject were definitely in favour ol an all-India institution, 
but after discussing the constitutional difficulty they modified their 
views, though they still considered that there should be an inter- 
provincial organization to secure co-ordination. After fully con- 
sidering the matter in all its aspects, we think that the 
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balance of advantage lies in the creation of provincial institutions, 
our detailed proposals in regard to which will be found in a later 
paragraph. It will be observed that we do not at the same time 
rule out the formation of an all-India institution should its need 
at any time be established to the satisfaction of the Central 
Legislature. 

374. We shall next turn to the examination of t lie details of the 
various schemes placed before us. 

(i) Capital — Shares and debentures- 

37 b. It is proposed that the capital of the industrial bank should 
•be obtained partly from shares and partly from issue of de- 
bentures. Borne witnesses are for placing a limit on the total 
amount of debentures to be issued in relation to the paid-up share 
capital, e.g. y a limit of fifteen times and five times the paid-up 
capital has been suggested- Some others prefer not to have any 
limit and think that the amount of debentures to be issued should 
only be limited hv the industrial possibilities m the country and 
that debentures might he issued gradually to any extent required. 

370. As regards the initial share capital required for an all-India 
-industrial hank different estimates have been given; some of these 
are furnished below- : — 

(1) Rs. oO lakhs to start with, which may he increased 

gradually as required. The object is that no more 
funds should he raised than can he employed im- 
mediately. 

(2) Rs. 3 eroivs, on the basis of Rs. 30 lakhs for each pro- 

vince. In view of the potential field for industrial 
development, this is not considered adequate but it 
is suggested that it can be supplemented later. 

(3) Rs. 10 crores authorized of which Rs. 2 crores may 

he paid up initially. If the bank issues debentures 
the large share capital will be a security against the 
debenture issue. 

377. In the case of a provincial industrial bank, one estimate 
of the share capital required is Rs. 5 -crores authorized and Rs. 1 
crore paid up. These figures are for the bank in Bombay and 
are based on the industrial possibilities of that province. It is 
reported that recently tw 7 o mills raised debentures to the extent 
of Rs. 90 lakhs and that another is trying to raise money up to 
Rs. *27) lakhs and that the provincial bank should at least have a 
paid up capital of Rs. 1 crore so that with that initial capital 
and with the additional funds raised by means of debentures, the 
Bank may he able to meet fully the requirements of the industries 
in the province. 



FINANCIAL REQUIREMENTS OF INDUSTRIES. 


289 


(ii) Receipt of deposits. 

378. Opinion among witnesses is divided on the question ofc 
the receipt of deposits. One prominent Indian joint-stock banker 
is of opinion that the industrial bank should not receive deposits 
for a shorter term than 3 years, and that it should raise the funds 
required by mean*? of debentures. The period of 3 years has been 
suggested for the reason that if the proposed industrial bank 
received yearly deposits, it would necessarily compete with 
the other indigenous banks. Another witness has suggested 
that industrial banks should receive current and short-term de- 
posits and do the ordinary commercial banking business, during 
the early years of their existence. He has added that the sugges- 
tion to restrict the receipt of deposits to those for not less than 
3 years is not practicable, as in his opinion people would not be 
prepared to place with a bank deposits for such a long period as 3 
years. At the same time, these short-term deposits should, in his 
opinion, be judiciously laid out, and the fatal error of making long- 
term investments from short-term deposits should be avoided. 
Another witness again has suggested that industrial banks should 
obtain funds by long-term deposits, say for 5 years, and has pointed 
out that if ihe bank’s stability is guaranteed by the State, such 
long-term deposits will be forthcoming. The Managing Gover- 
nor of the Imperial Bank of India has stated that though it 
is possible for an industrial bank to finance both block and working 
capital by means of combined long-term share capital and deben- 
tures and short-term deposits, the two functions should preferably 
be kept entirely separate in different institutions which specialize 
in these particular forms of finance. The recommendations of the 
Industrial Commission which are relevant in this connection are 
quoted below : — 

“It appears to follow that an industrial bank with a suffi- 
ciently large capital to ensure its safe working must, 
at any rate for some time, combine ordinary banking 
business with its industrial activities to enable it to 
obtain a return on its capital. But it cannot be too 
strongly emphasized that, in such case, the clearest 
possible distinction must be drawn between industrial 
finance and ordinary bonking business. Share and 
debenture capital and long-term deposits may legiti- 
mately be used for the former purpose, but short-term 
deposits never ; and any attempts to employ them 
should be most strictly piohibited, if necessary by 
law.'* 

The Bengal National Chamber of Commerce, however, takes 
exception to this point of view and considers that the. main func- 
tion of the bank should be to provide initial capital. 

T 
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(iii) Nature of Government assistance . 

379. In order to mobilize capital for the industrial banks, 
various measures of Government assistance have been suggested : — 

(i) Guarantee of interest on share capital. 

(ii) Guarantee of share capital. 

(iii) Guarantee of interest on debentures. 

(iv) Guarantee of principal of debentures. 

(v) Inclusion of debentures in the list of trustee securities. 

The first measure has been suggested in view of the past experi- 
ence of the public. If such guarantee is given, it is hoped that the 
required initial share capital will be forthcoming. Some have sug- 
gested that the guarantee should be limited, as in the case of rail- 
ways, for a period, say, of 5 or 10 years. Others consider that the 
guarantee should be permanent, but that the rate of interest 
guaranteed should be subject to revision every five years, though 
they agree that a fixed rate would be more acceptable to the pub^ 
lie. It is said that if Government give a guarantee of interest } it 
would obviate the necessity of Government having to find the neces- 
sary capital themselves. 

The second measure has been recommended by one of the lead- 
ing Indian Chambers of Commerce On the ground that without it 
the bank would not be able to attract sufficient capital. When the 
possible reaction of this suggestion on the management of the bank 
was pointed out, it was stated that a few Government directors on 
the board would be able to guard against the danger, though they 
might have no power of veto. 

The third measure has been favoured generally by most of the 
witnesses. Some of the witnesses who have suggested guarantee 
of interest on share capital do not think that Government 
guarantee in respect of debentures is necessary 3 as the debentures 
will be issued on adequate securities, though others want to have 
a double guarantee in respect of interest on both share capital 
and debentures. As regards the question of limiting the liability 
of Government in this matter, it has, on the one hand, been pro- 
posed that Government should guarantee the interest on debentures 
issued during the first five or ten years. On the other hand, an 
important Indian Chamber of Commerce thinks that no limit 
should be placed on the guarantee in view of certain practical diffi- 
culties in the matter. For example, supposing the industrial bank 
finances several industries like the iron and steel industry, the cotton 
industry and so on, the guarantee will have to last till the business 
becomes a pitying concern, and the period required to leach the 
profit-earning stage varies from industry to indusTry. It believes 
that the failure of a properly managed bank worked on sound lines 
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will only be a remote contingency, and as an extreme case, a pro- 
vision might be made for Government winding up the business of 
the bank after a reasonable trial. It therefore favours the principle 
-of indefinite guarantee* with certain reservations. 

The fourth measure is recommended in case it is considered 
:necessary. The Industrial Commission reported that “a powerful 
•and well-directed stimulus is needed to start the economic develop- 
ment of India along the path of progress. Such a stimulus can 
only be supplied by an organized system of technical, financial 
and administrative assistance It has therefore been suggested 
that Government should follow an active and energetic policy of 
encouragement and support, and should undertake the responsi- 
bility of lending financial assistance of industrial banks, either in 
the shape of direct subscription of capital, or in the form o| 
.guaranteeing repayment of capital and interest in respect of deben- 
tures issued by them. The interest of Government could be safe- 
guarded by the nomination of a Government director on the board 
of the bank in addition to a director to watch the interests of 
debenture holders. 

The last measure has the general support of witnesses, though 
r prominent Indian banker thinks that at the present stage the 
debentures should not be treated as trustee securities and that the 
results of the working of the proposed new institution will have 
to be watched before such a step is taken. , , ^ 

380. It may be added that a few witnesses including one of the 
European Chambers of Commerce are not in favour of anv 
guarantees by Government. They observe that the Business 
of any bank, the interest on the share capital of which is 
guaranteed by Government, would of necessity be very limited 
and inelastic, as it would not be prepared to take even the ordinary 
jrisks w‘hidk every bank runs in making an advance to a customer. 

(iv) Nature of Government control . 

3SJ, In view of the various suggestions made for financial 
assistance by Government, some kind of control by Government 
over the management and the activities of the bank is generally 
admitted to be necessary. It has been suggested in the first 
place that the following restrictions on the activities of the banks 
may well be placed : — 

(i) Th'e Hank should not lend more tha'h 10 per cent, of iU 
capital 1 6 a) particular industry or to a particular 
group of industries. Some witnesses would go so far 
as to raise the limit to 25 per cent and to include the 
reserves of the bank with the paid-up capital for pur- 
poses of this rule ; while others would reduce the limit 
to 5 per cent. 



CHAPTER XVI. 


292 


(ii) Advances should be made only after the prospects of the 

industrial concern have been declared to be favourable 
by the Government or the bank’s technical expert. 
An Indian Chamber of Commerce has suggested that 
Government may employ a competent expert to ad- 
vise and report to them about the nature of the bank’s 
commitments and its financial position from time to* 
time. 

(iii) Applications for loans should be entertained only after 

50 per cent, of the required capital of the company 
has been subscribed and paid up. This would mean 
that the industrial bank would not take the whole 
risk and that the promoters and the public would also- 
take a substantial risk. Some witnesses who accept 
the principle of this restriction have stated, how- 
ever, that they are not wedded to the figure of 5{> 
per cent. 

tiv) The bank should satisfy itself that the management 
of the industrial concern is in the hands of competent 
people having enough experience in the particular 
line. One of the Indian 1 Chambers of Commerce ha & 
suggested that following the model of German banks,, 
the proposed industrial bank should retain some 
control over the industrial concerns which it helps or 
promotes. One witness has gone so far as to say that 
the industrial bank could claim all the rights of a 
partner in the industrial concern without the liabili- 
ties. 

382. In the second place, it has been proposed that Government 
should have an active voice in the management of the bank by the 
appointment of one or two representatives of Government as direc- 
tors of the bank, with or without the power to vote or to veto. 
One important Indian Chamber would prefer the appointment oE 
these directors by the Legislative Assembly, though it is not 
particular that the selection should be made from among the mem- 
bers of that body. Witnesses are not generally agreeable to con- 
cede the right of veto to the Government nominees, as they consider* 
such rigid Government control neither necessary nor desirable. If 
Government only guarantee the interest on the share capital or on 
debentures or on both, the directors of the bank who will be all 
keen and practical businessmen may, in their opinion, be expected* 
to conduct the affairs on sound lines in the interests of the share- 
holders, and the interests of Government can not be more import- 
ant than those of the shareholders so as to render the grant of 
powers of veto to the Government director necessary. The opposition 
of some of the witnesses to the grant of the right of voting to the 
Government director is probably based on the precedent of the 
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position of the Government representative on the Central Board 
of the Imperial Bank of India, but it is apparently overlooked that 
in addition to the non-voting Government official on the Board 
of that Bank, there are four directors nominated by Government 
who have the right to vote. 

380. In view of the burden placed on the Indian taxpayer by 
the various proposals for Government assistance, it has been sug- 
gested that a limit should be placed on the extent of non-national 
participation in the share capital of the industries which the bank 
is called upon to finance and also in the share capital of the indus- 
trial bank itself. 

(v) Nature and scope of advances . 

384. Most of the witnesses who have advocated the scheme of 
an industrial bank have done so with a view to provide finance for 
a part of the initial block capital of industries and for the capital 
required for any future extensions, such finance being provided 
either in the form of a direct loan to the industrial concern or by 
under-writing the capital issue of the concern. They think that 
the bank wquld be of great use in regard to neto and young indus- 
tries, though they have no objection to old and well-established 
industries, such as cotton and jute mills, being also financed by the 
bank. They contemplate that existing commercial banks will 
continue to provide working capital to industrial concerns from their 
short-term deposits on the security of the liquid assets of those 
concerns. But in cases where such accommodation is not easily 
forthcoming from commercial banks, the proposed industrial 
bank will provide also the working capital. Moreover it is possible 
that in order to keep its funds fully employed and to meet the 
convenience of industries, the industrial bank may find it necessary 
to engage in the financing of both the short-term and long-term 
needs of industries, though a few witnesses consider that it would 
be more advantageous that the industrial bank should specialize 
in the grant of long-term loans for financing block capital. It has 
also been suggested that it will take some time for the industrial 
possibilities of the country to be investigated and for new organized 
industries to be started, and meanwhile it is proposed that the 
industrial bank should develop the cottage industries whose im- 
portance from the point of view of the well-being of the rural popu- 
lations cannot be underrated. 

The German system of providing finance for industries. 

385. We are aware that in the various proposals put forward by 
Provincial Committees and by witnesses before us they have been 
influenced by what they conceive to be the relation between banks 
and industry in Germany. We have had the benefit of studying 
<t recent book on “Joint Stock Banking in Germany’ ’ by P. Barrett 
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Whale, which has been considered by the German expert oir 
Industrial Banking appointed to advise us as the only comprehen- 
sive and neutral study of the subject giving the facts with careful 
comments and cautious conclusions. We propose to give here a 
brief description of the relations between banks and industrial firms 
in Germany as gathered by us from a study of this book and our 
discussions with the experts. 

386. An industrial firm in Germany has what is called a current' 
account connection with its bank, which is distinct from the 
current account as used in relation to banks and their 
clients in England or in India. In the ordinary current 
account connection, the customer is sometimes in debt to 
the bank and sometimes has a balance to his credit. Many 
claims thus arise on both sides which are not settled indi- 
vidually but are settled periodically, usually every six months. The 
extent of the customer’s indebtedness, the maximum period for 
which it may be outstanding, and the security to be given, are fixed 
by agreement from time to time after consideration of all the 
circumstances of the case. The current account advances are 
used by the average German firm not only for the purpose of pro- 
viding itself with working capital but also for supplying blocK 
for extensions in anticipation of recourse to the investment market. 

387. Industries in Germany provide themselves with initial 
capital in two ways. Either the promoters invite the public to sub- 
scribe the capital and to help to bring the company into existence ; 
or the promoters themselves take over the entire capital in the first 
instance with the intention of placing the shares among the public 
subsequently. Although promotion of industrial companies by 
subscription was the general practice at an early period of German 
industrial development, the second method is said to have com- 
pletely supplanted the first in later years. In connection with 
the second method of promotion, because the investing public 
either require a lead or feel a reluctance to decide on participation 
in an undertaking before it is fully launched, banks in Germany 
have played an important part in providing the greater part of the 
initial capital, which is subsequently placed among the investing 
public either by offering them for public subscription or by direct 
sale to customers or to banking firms in relation with the banks. 
In order to reduce the risk borne by a single bank, and to ensure 
the success of the issue, it is very common for several banks (or 
bankers) to join together in what is called a konsmtium and 
pledge themselves to accept a certain portion of the issue. It is 
important to notice that the investment of German banks 
in shares of indm trial companies is not a long-term investment 
and is resorted to merely as a safe and liquid investment for part 
of the bank’s resources in first class securities. It is not inconceiv- 
able that circumstances may arise when on account of the issue 
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proving unsuccessful, the banks may be compeiled to hold the 
securities almost indefinitely. But such a situation is regarded as 
involuntary and incidental. From the bank’s point of view, its 
participation in the promotion of new industrial companies is con- 
sidered useful for acquiring business connections or extending the 
bank’s influence. 

<38s. It will thus be seen that when industrial companies wish to 
procure new capital, whether from existing shareholders or by issue 
of new shares or debentures in the general capital markqt, the 
German company arranges the transaction with the bank with 
which it is in permanent banking relations. The ordinary banking 
business in which deposits from the general public are employed 
is decidedly the most important business of German banks. In 
addition, there is a department for industrial and similar finance, 
with a limited share of the bank’s own resources, for carrying on 
financial transactions arising from time to time in the relations of 
the bank with the industrial and similar joint-stock companies. 
These financial transactions require a certain amount of capital 
investment which is kept in conservative relation to the share 
capital and reserves of the bank. While it remains more or less 
stable in the aggregate, its composition is changing as quickly as 
market conditions will allow. If the public is not responsive to 
the offer of securities resulting from such industrial financing, it 
follows that the banks cannot continue their assistance to industries 
until the public is again prepared to put up the new capital required. 


Our proposals. 

Some General Principles. 

3RC. In flic preceding paragraphs we have given an account of 
the financial requirements of industries in India as placed before 
us by witnesses and by the Provincial Banking Committees and 
we have described the various proposals which have been placed 
before us for improving the present position. We shall now pro- 
ceed to record our conclusions and to make our recommendations. 

300. We must admit that some misapprehension exists in the 
minds of some of the people who have favoured us with their 
views about the proper function of banks in the matter of providing 
industrial capital. Generally speaking, initial block capital for 
industrial enterprises should be put up by private or public 
subscription. Such block capital for subsequent improvements and 
extensions as is not provided out of undivided profits should be 
supplied by increase of share capital or by issue of debentures; 
but pending a favourable opportunity for such further issues of 
share or debenture capital, commercial banks might be expected 
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to supply finance for these purposes in the form of temporary ad- 
vances provided that adequate security is forthcoming. Further 
the ideal arrangement is that industrial enterprises should also pro- 
vide out of their initial capital the minimum necessary working 
capital, the amount of which will depend on the particular facts 
connected with each industrial enterprise. Any extra requirements 
of working capital over and above this minimum might be met by 
short-term advances by commercial banks which will be entitled 
to require that the industrial enterprise maintains a safe and proper 
relation between owned and borrowed capital. 

'Jfyhat commercial banks in India can do. 

301. We consider that in India, in connection with the issue of 
shares and debentures by industrial companies, such of the existing 
commercial banks as are well established and carry on their 
ordinary banking business on the safest and soundest lines, might 
with advantage to the industries follow, as far as possible, the 
German system. We do not, however, think that it is to the advan- 
tage either of the commercial banking system or Indian industries 
that any of the weaker banks should participate in such industrial 
financing. This new class of business requires much experience 
and an established policy of sound banking. It also demands con- 
siderable capital and a firm resistance to the speculative tempta- 
tion which easily arises in a line of business where securities are 
created and sold. The bulk of the joint-stock banks in India are 
at present not ready for this activity, and even the larger ones can 
cultivate it only slowly, with great caution and preferably under 
competent guidance, as participants in strong syndicates. It is, 
however, possible that the Imperial Bank of India may, as soon 
as a Reserve Bank comes into being, make a start in the above 
direction and give a lead. In fact some witnesses have proposed 
that, when the Reserve Bank is established, the Imperial Bank 
of India should be converted into an industrial bank and the enor- 
mous experience and training of its officers should be directed to this 
branch of banking to the great benefit of the country- It must 
be recognized that this is a matter which entirely depends on the 
wishes of the shareholders of the Bank. We desire, therefore, 
to state that our recommendation is in the nature of a suggestion 
to the shareholders of the Imperial Bank of India and we are sure 
that if our suggestion is carried out, it, would not only promote the 
general industrial development of the country but would also be 
equally profitable to the Bank itself. 

30-2. The total capital and reserve of the Imperial Bank of India 
amount to Rs. 11 crores. Similar figures for the nine big Indian 
joint-stock banks are Rs. 7*5 crores. If 10 per cent, of the total 
capital and reserves of these ten institutions are utilized in the 
manner suggested by us in the preceding paragraph , we hope that 
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with the co-operation of the public, which will, on account of the 
increasing association of banks with industrial shares and deben- 
tures, have greater confidence in these securities, it will be possible 
for the commercial banks in India to render to industries in India 
financial assistance of no mean magnitude. 

393. We have referred in a previous paragraph to the practice 
in the cotton mill industry in certain centres of India of depending 
on deposits from the public for financing block capital. We agree 
with the criticism that has been made that dependence on such 
deposits has its dangers, especially at a time of depression. We 
are of the opinion that capital which is required either perma- 
nently or for long periods should be raised by means of shares and 
debentures and not by means of deposits. It is therefore desirable 
that with the co-operation of banks these deposits should be replaced 
by share or debenture capital as soon as possible. We contemplate 
that these conversion operations should be slowly and gradually 
undertaken by banks as part of the new line of business which 
we have recommended above. 

394. We have heard it in evidence that it is necessary for a 
commercial bank to have technical experts on its staff to facilitate 
its operations with industrial concerns. We do not agree with this 
view, as it is not possible to cover the technique of all the industries 
by such an arrangement. We consider it useful that a com- 
mercial bank which has business relations with industrial firms 
should have somebody on the management, say an Assistant 
Manager, who is fully conversant with the financial side of indus- 
tries in general. We understand the Imperial Bank of India have 
special departments in the local head offices for this purpose. 

395. Witnesses have referred to the need for a sympathetic 
attitude on the part of banks towards industries. We realize that 
that is the secret of the German banking policy in respect of 
industries. German banks delegate a member of their management 
do act on the Board of Supervisors of companies with which they 
have business relation^ in order to maintain a close connection with 
those companies. The presence of these bank delegates is of con- 
siderable use to the industrial undertakings in view of their general 
experience in finance. It is also of advantage to the oanks them- 
selves as a measure of protection against losses. . In fact the 
system of close intercourse between banks and industiies tnus 
brought about creates an atmosphere of mutual confidence with 
resultant benefit to both parties. It is, however, essential that the 
banks must not allow themselves to be drawn into liabilities and 
investments which are not compatible with sound banking. We 
consider that this successful German model may be copied by banks 
in India which may establish useful liaison between themselves and 
industries by appointing one of their Managing Directors 
or Managers as one of the directors of the industrial 
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concerns financed by them. Besides the furnishing of periodi- 
cal balance sheets, and the representation of a member of the 
bank’s management on the boards of companies, it is necessary, 
for the establishment of an effective liaison, that the entire banking 
business of an industrial concern requiring accommodation from a 
bank should be concentrated in the hands of one bank and not 
split up among several banks. 

396. With the same end in view, i iz . , the creation of a sym- 
pathetic attitude on the part of banks towards industrial concerns, 
we recommend the appointment of local Advisory Committees in 
banks. We have already referred to the establishment of local 
boards by the Bank of India, which have replaced the Bank’s shroff 
in the matter ol providing the Manager with reliable information re- 
garding the status and financial position of the Bank’s clients. 
We agree that such local boards are very useful and desirable not 
only to help the bank in assessing the financial position of its clients 
but also in removing from the minds of its clients the suspicion 
of unfair or unsympathetic treatment. In order not to weaken 
the responsibility of the management it is, however, necessary that 
these local boards should be invested with functions of a purely ad- 
visory character, and should he appointed by the Board of Directors 
of the bank. The Board of Directors will no doubt choose for the 
advisory boards leading men in local business and industry, who, 
m their opinion, will command the confidence of the public and 
especially of the tank’s clients. 

397. We have referred to the complaint that hanks in India 
insist on the full backing of liquid assets for their loans and take 
no account of valuable block capital. We have ascertained that 
banks in Germany make their advances ou the security of block, 
the liquid assets of the industrial enterprises being left unencumbered 
as security for suppliers of raw’ materials to the industries. In 
Canada, banks are prohibited by law r from advancing against immo- 
vable property and advances are secured by liquid assets ; but banks 
are allowed to take real estate as additional cover to existing debt. 
The practice thus varies from one country to another, and m hard 
and fast rule can be laid down regarding the form of security for 
advances. Even in India the practice is not uniform in all parts. 
Joint-stock banks in the Punjab make advances on the security 
of block to the extent of 20 to 30 per rent, of its estimated value, 
the limit having been 50 per cent, before 1926. While we recognize 
that the question of deciding about the nature and adequacy of 
securities offered for loans should be left to the final decision of 
the banks themselves, we sympathise with the witnesses who plead 
for a more liberal policy on the part of banks in the matter cl 
advances. In particular, w T e consider that industrial concerns in 
India may reasonably expect to have the whole of their working 
capital supplied by commercial banks if adequate security to the 
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satisfaction of the banks is offered and if it is recognized by the 

industrial concern that the banks can demand repayment of the 

whole or part of the amount lent if they find it necessary to adopt 
sucn a course. 

308. It is further commonly complained that banks in India 
lend much less on personal security than in other countries, and 
that this practice is specially inconvenient to the cotton mills in 
Ahmedabad which take deposits from the public, as the grant of 
security by the mills in tlie form of hypothecation of stock would 

affect most prejudicially the whole fabric of the mills' credit. We 

have dealt at some length in another chapter of our report with 
the causes that have led banks in India to demand tangible security 
as cover for their advances. We wish to state here that according 
to our information the grant of advances on personal credit m 
western countries is limited to big firms of undisputed standing. 
We cannot therefore recommend an indiscriminate extension of 
the system of granting clean credits by banks in India, but we hope 
that with the increase in the number of similar large firms m 
Tndiathe reluctance of hanks to lend without security will gradually 
diminish. We have had no evidence regarding the policy followed 
by the Imperial Bank of India and other joint-stock banks in the 
matter of advances to existing firms of standing and repute. If, 
however, these banks make no difference between borrowers of 
different standing and follow the same policy in either case, we 
must then plead for a change of policy on their part both in the 
interests of the industry and the interests of the good name of the 
banks, as otherwise the hanks’ methods might be stigmatized as 
primitive and undeveloped. 

Provision of hmrj-ienn capital and the fiscal policy of Government . 

399. In making our recommendations in the previous paragraphs 
as to the various directions in which existing banks in India can 
make themselves more serviceable to industries, we have more or 
less accepted the position that the industries in India generally 
need financial assistance for block and working capital over and 
above what is available to them at present. After studying the 
evidence placed before us and before the ProvinciarCommittees, 
we have further come to the conclusion that as regards initial 
capital for promotion of industries the existing facilities are so 
inadequate that the proposals we have made in the previous para- 
graphs will not fully meet the situation. The public in India 
prefer to invent their savings in Government securities and in 
Municipal and Port Trust loans to investing in industrial securities. 
This state of affairs may be partly due to the principle of ‘safety 
first’ followed by Indian investors ; but we attach great importance 
to the opinion of several witnesses which has been confirmed by 
those of our colleagues in the Committee who are bankers, that 
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confidence on the part of the investor in securities of the latter 
kind would have been greater, and consequently his willingness 
to invest in them, if the investor had the knowledge that decisions 
relating to industrial and fiscal matters rested solely and finally 
with the government of the country responsible to its legislature. 
We also consider that the high rates of interest paid on Govern- 
ment borrowings in recent years have been partly responsible 
for the relative popularity of Government securities as compared 
with industrial shores and debentures. It may be asked how 
a change in the present position regarding fiscal policy would help 
to direct capital to industries, if Government securities continued 
to carry high rates of interest as at present. We think that a 
nationalization of the country’s fiscal policy would, with similar 
reforms in other spheres of national life, enable industrial invest- 
ments to become equally' attractive with Government securities. 

400. We give below figures showing the net capital invested 
annually in joint-stock companies from the year 1910-11. These 
have been taken from the statistics of paid-up capital of companies 
given in the publication of the Director General of Commercial 
Intelligence, Calcutta : — 
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It will be seen from the above 
of abnormal activity the funds 
panies have always been small a 


figures that except in a few years 
s available for promotion of com- 
and that the complaint that private 


subscription to the share capital of industrial undertakings is not 
adequate is fully justified. As stated in the earlier paragraphs 
of this chapter, the need of encouraging industrial development 
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has long been felt in India. In view of the unfavourable 
world outlook for agricultural produce, industrialization lias been 
pressed in other countries in order “to strengthen the home 
market, improve trade balances and reinforce the very basis of the 
public revenue”. These reasons, coupled with the necessity of 
making India more sell-sufficient and less dependent on agriculture, 
make it imperative that some steps should be taken to mobilize her 
resources for the promotion of new industrial undertakings and for 
the expansion of existing ones. 

Provincial Industrial Corporation. 

401. We assume that the development of industries within their 
territories will be one of the functions which would rest in the 
provincial Governments under the constitution. We therefore re- 
commend that, as an exception to what is stated in paragraph 390 
above, if a provincial Government in the discharge of its responsi- 
bility for the development of industries within its territories finds 
it necessary to ensure the supply of financial facilities to industrial 
concerns, a Provincial Industrial Corporation, with branches, if 
necessary, and working with capital initially or permanently 
supplied by the provincial Government should be established. This 
recommendation is based on the assumption that the impending 
changes in the constitution of India will obviate any undue inter- 
ference on the part of the central authority with the borrowing 
powers of the provincial Governments as may have taken place in 
the past. We note that five of the Provincial Banking Enquiry 
Committees have recommended the establishment of such institu- 
tions and have referred to particular types of industries which need 
financial assistance. Our proposals cover the case of such industries, 
but they are not necessarily restricted to them. We have carefully 
considered the question whether we should define in any way the 
classes or the character of industries which might expect to be 
financed by the proposed corporation, but we have come to the con- 
clusion that such definition is not called for. Circumstances vary 
from province to province and we think it undesirable to fetter in- 
any way the discre tion of provincial Governments in a matter which 
is of fundamental importance from the point of view of provincial 
development by suggesting hard and fast criteria for the grant of 
assistance by the proposed corporation. At the same time, following 
the Indian Industrial Commission, we hold that the advisability of 
‘giving assistance in any particular case should depend on the extent 
to which the enterprise will be of benefit to the public, and will 
add to the productive power of the province and provide employ- 
ment for its people, and not merely on its probable advantage to 
the promoters of the industry. 

402. It is not possible for us to estimate what should be the 
initial share capital of the proposed corporation. The amount 



302 


CHAPTER XVI. 


would naturally depend on the conditions of each province. We 
.should prefer that the Corporation obtains its share capital as far 
as possible from the public ; but in view of the obvious limitations 
in the present circumstances of India, it is necessary that Govern- 
ment should take such portion of the share capital of the Corpora- 
tion as cannot be raised by public subscription. We do not approve 
of the suggestion that Government should guarantee the share 
capital of the Corporation or the dividend on such capital, as in 
our opinion provision of share capital by the Government would 
give greater confidence to the public than either of the other tw^o 
measures. Moreover, the shareholders in an ordinary Corporation 
should be prepared to go without dividends for a certain initial 
period and tve do not think it is reasonable to expect Government 
to guarantee dividends on shares in regard to the Industrial Cor- 
poration. It might further be cheaper from the point of view of 
the Corporation that Government should borrow and supply any 
deficiency in share capital than that the Corporation should raise 
the whole of the share capital even with Government guarantee of 
dividend. 

403. The share capital should be supplemented by debenture 
capital not exceeding at the outset twice the amount of the share 
capital. There should he no difficulty in raising this proportion of 
■debenture capital if the investments of the ^Corporation are sound. 
If in order to attract investment in such debentures it is found 
necessary that Government should offer a guarantee of interest on 
them, Government may give a limited guarantee, c.f/., limited to 
the first issue of debenture or limited to a certain period of currency 
of the debenture issue. 

404. We are aware that in connection with the issue of deben- 
tures by co-operative banks provincial Governments have under- 
taken to subscribe to the issue. We recommend, that they 
might follow a similar arrangement in the case of debenture 
issues of the Provincial Industrial Corporation and that they 
might, if necessary, purchase a portion of these issues until a 
regular market has been created for them, 

405. We have already referred to the suggestion by some 
witnesses that the debentures of the Industrial Corporation should 
he classed among trustee securities. We do not support the pro- 
posal until the results of the working of the Corporation are known 
for a certain period, say five or ten years. The question should 
then be examined by Government in due course, 

406. The Industrial Corporation vre have proposed may secure 
additional resources by taking long-term deposits from the public ; 
but an. immediate beginning with deposits for less than two 
years is undesirable, as it is our intention fKat the proposed 
Corporation should specialize in the provision of long-term 
capital to industries which should continue to obtain their w r oTking 
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capital from existing institutions. When long-term deposits axe 
taken, the money thus acquired should not be lent out for longer 
periods than the currency of the deposits. We do not think that 
these restrictions would in" any way hamper industries for whose 
benefit the Corporation is being established. On the other hand, 
we attach great importance to the fact that an institution working 
with special patronage from Government should not compete with 
private joint-stock banlgs to whose development in the future we are 
looking forward. 

407. In order to safeguard the interests of Government, we re- 
commend that in cases where Government subscribes to the share 
capital or debenture capital of the Corporation, or guarantees the 
interest on its debentures, it should be entitled to be represented 
cn the Board of Directors of the Corporation during the continu- 
ance of such interest in, and liability for, the concern. We have 
carefully considered the question whether the Government repre- 
sentative in such cases should be invested with the power of veto- 
in the deliberations of the Board. We do not approve of such a 
provision. We think, however, that should a provincial Govern- 
ment so desire, the Government Director may be entitled to ask for 
a reference to the Government if he does not agree with the views 
of the majority of the Board in regard to important matters like 
increase or reduction of capital, granting of loans in any particular 
cases and appointment of chief officials of the Corporation. 

408. In our opinion, it is not advisable to fetter the discretion 
of the management of the new Industrial Corporation in regard to 
the grant of advances in the manner suggested by several witnesses 
before us. But we recommend that by-laws should be framed 
by the Corporation defining the conditions under which financial 
facilities may be granted by it to industrial concerns in order to 
ensure that the business of the Corporation is done in a fair and 
impartial manner ; and that so long as Government has an interest 
in the Corporation, either on account of its holding a portion of 
the share or debenture capital or its guaranteeing interest on the 
debentures, such by-laws should require the sanction of the 
Government. 


An all-India Industrial Corporation. 

% 

409. There are and will be certain industries mostly of a national 
or important character the development of which will fail within 
the functions of the Federal or tire Central Government and not 
of the provincial Governments. Further, provincial Governments 
may themselves seek in certain other cases the formation of an 
All-India Corporation to secure proper liaison in the matter of 
finance, and a direct connection with the large spending depart- 
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iiients of the Central Government, as well as direct correlation for 
the industries as a whole with railway rates, customs, stores pur- 
chase and other policies of the Central Government. There must 
therefore be cases in which the vehicle of giving financial aid to 
industries should preferably be an All-India Industrial Corporation. 
As the Central Government will practically have no territory of its 
own and as the collective benefit from the All-India Corporation 
will flow back to the provinces, the general economic considerations- 
leading to the establishment of such an All-India institution may 
find strength from the support of the Provincial Governments. 
We should like it to be clearly understood that our recom- 
mendations do not rule out the formation of such an institution 
when its need is established to the satisfaction of the Federal or 
the Central Legislature. Pending the formation of such an 
institution, we contemplate that the provincial Corporations should 
for matters of common interest combine into a Central Association 
like the Central Association tor banks which we have recommend- 
ed elsewhere. 


Points of difference with foreign banking experts. 

410. It remains for us to comment on a few points in the 
separate report of the foreign banking experts which relate to 
certain conclusions of ours in this chapter. 

411. The experts do not subscribe to the statement in para- 
graph 397 that industrial concerns in India may reasonably 
expect to have the whole of their working capital supplied by 
commercial banks if adequate security to the satisfaction of the 
banks is offered. They also consider the use of the expressions 
‘ideal arrangement' and ‘minimum working capital' used in para- 
graph 390 as too weak. After our discussion with them we feel 
that there is no difference between their views and ours on- any 
question of principle. As regards the use of the expression 
‘minimum working capital' we find that on page 9 of Karin 
Kock's “Study of Interest Rates" (Stockholm Economic Studies, 
No. 1), reference is made to the demand for working capital over 
and above the minimum required for financing the minimum 
amount of stocks or raw material held in the ordinary course of 
business, which demand is usually covered by short-term borrowing. 
We do not therefore see anything “weak" in our use of the 
expression. In the course of discussion it also seemed clear that 
after a concern had been working for some time it might have 
considerable reserves in the nature of investments against Which 
it might quite legitimately obtain the whole of its working capital 
from banks, and none of our banker colleagues considers that there 
is anything objectionable in such a course. 
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412. The foreign banking experts consider our proposed scheme 
'of Provincial Industrial Corporations as unsound and suggest that 
the work of the Corporations should be restricted to pioneer enter- 
prises of a non-competitive character, the opening up of mineral 
resources and large public utilities, principally electrical power 
schemes. In their opinion small industries should be removed from 
the scope of the financial assistance to be given by the Corporation, 
and financial assistance by Government to the Corporation should 
be confined to the taking up of the share capital. As regards the 
scope of the proposed Corporations, we would observe in the first 
place that the experts have not given due consideration to the 
unanimous opinion of the Provincial Committees, and the need 
'brought out in their reports, for financial assistance to existing 
small and middle-sized industries. In the second place, the experts 
seem to have overlooked the fact, or what is more probable they 
were unaware of it, that the Industrial Commission of 1916- — 18, 
.after a careful study of the need for industrial development in 
India, recommended in paragraphs 293 to 301 of their report that 
Government loans to industries, which would according to them 
be replaced eventually by loans from industrial banks, should be 
given to small and cottage industries, to middle-class industries, 
.as well as to large industrial undertakings. In the case of the 
dast named categories, they observed : — 

“The advisability of giving such aid depends on the extent 
to which the starting of the enterprise in question 
will be of benefit to the public, and not merely on its 
probable advantage to the promoters of the industry. 
Thus, the starting of a new or the improvement of an 
existing industry, when such a measure is required 
to supply an existing deficiency in the interests of 
national safety, is clearly a case for direct aid. There 
may also be a few cases where a new industry or 
process will have such an important bearing on the 
economic development of the country as to deserve 
Government help. Finally, it may even be found 
that the extension of an existing industry to a new 
locality will benefit local consumers or producers 
so markedly as to merit Government assistance.” 

We prefer to be guided in the matter by the conclusions of tKo 
Indian Industrial Commission. In the course of discussions witK 
us, it appeared that some at any rate of the experts had no objec- 
tion in principle to the industrial bank extending its operations 
over a wider range of industries, but they were apprehensive tHaf 
this would result in risks which it would be unwise for an indus- 
trial corporation to undertake at the earlier stages of its existence. 
Tn their separate report, the experts base their objection to bur 

u 
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proposals on the ground that these would involve the taxpayers in 
serious losses. We consider that the interests of the taxpayers 
would be more effectively safeguarded by the provincial Govern- 
ments responsible, as they will be in the near future, to the elected 
representatives of these taxpayers than by the imposition of 
arbitrary limitations on the operations of the industrial corpora- 
tions, which may have the effect of defeating the object for which 
we want to see them established. We have already recommended 
that by-laws should be framed by the corporations to define the 
conditions under which financial facilities may be granted by them 
to industrial concerns; and that such by-laws should require the 
sanction of Government so long as Government has an interest in 
the corporation. We have no doubt that in framing the by-laws 
some general provisions will be incorporated on the lines indicated 
at the end of paragraph 408 above ; and that all proposals for 
financial assistance from industrial concerns would be carefully 
and fully scrutinized from every point of view by the Corporations 
and that they would also take the customary precautions against 
loss which any sound banking concern would naturally take. 

413, As regards the actual forms of financial assistance that 
Government should give to the Industrial Corporation we have 
proposed that subscription to the share capital should be limited* 
to that portion which cannot be. raised from the public, and that 
Government may, in order to attract investment in debentures 
issued by the Corporation offer a limited guarantee of interest on 
such debentures and also take up a portion of the debentures until 
a regular market for them has been created. The suggestion of 
the experts that Government should not give any assistance in res- 
pect of debenture capital does not take into account the special 
Indian conditions. It has been our experience in connection with 
co-operative banks that the two forms of Government assistance 
proposed by us in connection with debenture capital are valuable' 
in creating confidence in the minds of the investing public. Here 
too, therefore, we are unable to modify our conclusions. 

Government and industries. 

414. Before v r e conclude this chapter, it is necessary to des- 
cribe the part played by Government in the provision of finance 
for industrial concerns. 

In three provinces, there are statutory provisions for the grant 
of assistance by Government to industries, namely, the State Aid 
to Industries Act in Madras and Bihar and Orissa and the Indua 
trial Loans Act in the Punjab. All these Acts were passed ir 
1923, Under the Madras Act, Government can aid new and 
nascent industries or industries newly introduced into an area or 
cottage industries, provided that the concerns are registered in 
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India as rupee companies and comply with the Government rules- 
regarding the constitution of the Board of Directors. The assist- 
ance consists of loans, guarantee of cash credits with banks, taking 
up shares or debentures, guaranteeing interest on capital, grant on 
favourable terms of land or raw material and grant of subsidies for 
research. The Bihar and Orissa Act is modelled on the lines of 
the Madras Act and its object, apart from propaganda, demonstra- 
tion and technical assistance, is to give long-term finance to suit- 
able industrial enterprises, in the shape of direct advances at low 
rates of interest, subscription to debentures, guarantee of cash 
credits with banks, supply of machinery on hire purchase basis and 
granting of land and other Government property on favourable 
terms. Applications for assistance for Bs. 10,000 in any of 
these forms have to be advertised and objections invited in three 
successive issues of the local official Gazette and the loan has to be 
formally sanctioned by a majority of the members of the Board of 
Industries. This publicity and formality, considered necessary in» 
the interests of the tax-payer, is stated to affect the credit of the 
applicant which is further damaged if the application is refused. 
Owing to lack of technical and engineering qualifications on the 
part of the Director of Industries and his staff, and the incomplete- 
ness of the enquiries conducted by the Board of Industries whose 
members are all busy men, it is stated that serious losses have 
been incurred. The rate of interest on advances is 6i per cent, 
per annum, and loans cannot be given to the old established indus- 
tries unless they have been started in a new area. In the Punjab, 
loans under the Industrial Loans Act are generally limited io 
Its. 10,000, and only twice lias this limit been exceeded. The* 
minimum loan is It s. 500 the rate of interest 6 per cent per annum, 
and the maximum period of loan 10 years, though the period 
actually allowed is only 5 years on the average. 

415. The total loans granted or guarantees made by the 
Madras Government amount to Bs. 8 lakhs, of which about a 
sum of Bs. 4 lakhs of loans including interest given to one paper 
mill has had to be written off. Tt is reported that prospects of reco- 
veries in certain other cases are also doubtful. The Madras Com- 
mittee add that Government’s attempts to assist industries have 
met with little response and less success. The total amount actu 
ally paid or guaranteed up to date in Bihar and Orissa is also 
about Bs. 8 lakhs of which a sum of Bs. 3 lakhs has proved 
to be irrecoverable. The Committee add that the Director of 
Industries in the province expressed a desire before them to be 
relieved of the heavy banking responsibility placed on him in the 
matter of the working of the Act. In the Punjab, the total amount 
of loans outstanding at the end of 1929-30 is reported to be Bs. 2-53 
lakhs. The Committee find it difficult to say if the working of the 
Act is. likely to involve the Government in financial loss. 
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'416. 'Although there is no Act in Bombay corresponding to 
those in Madras, Bihar and Orissa and the Punjab, the Govem- 
ment of Bombay finance industries through co-operative societies by 
means of loans or supplies of implements on the hire-purchase 
system. The Bombay Committee report that during the last seven 
years loans were given to two concerns, namely, Bs. 6 lakhs to a 
sugar factory and Bs. 5 lakhs to a weaving factory. The Com- 
mittee recommend that there should be an Act for State aid to 
industries so that the policy of assisting industries which hold out 
a reasonable prospect of success and which are likely to assist in 
the economic development of the country may be pursued systema- 
tically; for this purpose the Department of Industries should be 
endowed with sufficient resources, charged with definite functions, 
and invested with authority to carry out the industrial policy of. 
thfe Government. They also suggest that there should be close co- 
operation in regard to the development of industries between the 
Department of Industries, the Department of Agriculture and the 
Co-operative Department. Facilities at State expense for research 
into processes of production and methods of organization are also 
recommended. 

417. The Bengal Committee also propose that a State Aid to 
Industries Act for the province should be passed without further 
delay on the lines of the Acts in Madras and Bihar and Orissa but 
with modifications on more liberal terms. A Bill with this object 
in view is at present before the local Legislative Council. The 
Central Provinces Committee too have supported the passing 
of a State Aid to Industries Act on the lines of the Bill that 
recently failed to materialize into law T , which would give wide 
powers for granting credit facilities to deserving medium-sized 
as w r ell as big industries. The Central Areas Committee also have 
suggested that the local Governments should extend to these 
areas the benefits of the Madras State Aid to Industries Act with 
the addition of a provision for granting, free of charge, or on 
favourable terms, the services of Government officials and experts 
for stalling, and offering advice in connection with, the industries. 
They have added that the possibilities of developing small indus- 
tries should be explored by the Board of Economic Development 
which they have proposed. In view of the evidence of the Director 
of Industries, the Bihar and Orissa Committee have recommended 
that the Industries Department might share with banks and ap- 
proved shroffs the task of examining proposals for the provision of 
credit to industries, as well as the risk of loss after credit has been 
provided, and that the banks and shroffs might receive a commission 
for this assistance including the sharing of risks. 

418. ''The State Aid to Industries Act deals with two forms of 
assistance to industries, viz., provision of banking and credit faci- 
lities and grant of other forms of State aid such as subsidies, grants 
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of land, etc. We, as a Banking Committee, are concerned only; 
with the provision of the first form of assistance and from this 
point of view, we approve of the recommendations of the Pro- 
vincial Committees referred to above for the enactment of pro- 
vincial legislation on the lines of the Madras State Aid to Indus- 
tries Act to provide credit facilities to new and nascent industries- 
or industries newly introduced into an area or cottage industries. 
We further recommend that any Government assistance in regard 
to provision of capital under such legislation should be given 
through the Industrial Corporation, if and when one is established 
in any province on the lines suggested by us. We have been 
influenced in the latter recommendation by the evidence of the 
Director of Industries iij Bihar and Orissa, referred to above. 

Difference of opinion within the Committee. 

419. In his dissenting minute our colleague, Mr. N. R. Sarker* 
has disagreed with some of our recommendations on the subject 
of the financing of industries; We find that the main points of 
difference between him and ourselves are as follows : — 

(1) Mr. Sarker wants that we should unconditionally re- 
commend the establishment of Provincial Industrial 
Corporations, at any rate in certain provinces, instead 
of making our recommendation in this respect 
dependent on the circumstances mentioned by us. 
in paragraph 401, namely, if a provincial Government 
in the discharge of its responsibilities for the develop- 
ment of industries within its territories finds it neces- 
sary to ensure the supply of financial facilities to- 
industrial concerns. 

(21 While we should like to leave the details of the scheme 
of Provincial Corporations to be worked out by the 
provincial ministers, in consultation with the provin- 
cial legislatures concerned, Mr, Sarker would like us 
to lay down some broad rules for the guidance of these 
authorities, both in regard to the functions and busi- 
ness of the Corporation. 

(3) Mr. Sarker does not agree with us in regard to the re- 
commendation in paragraph 403 of our report in 
regard to the proportion of debenture capital to share 
capital. 

We have given careful consideration to Mr. Sarker’s arguments* 
but see no reason for modifying our conclusions. 



CHAPTER XVII. 

FINANCING OF FOREIGN TRADE. 

General. 

420. The total volume of the import and export trade of India 
has amounted in recent years to a large sum in the neighbourhood 
of Rs. 600 crores a year. The countries which participated in this 
trade to the extent of Rs. 10 crores or over in 1928-29 were : — 

Crores of rupees. 


United Kingdom • • ...«•• 188 

United States of America 5ft 

Japan ....••«.•• 51 

Germany «••••»•*• 47 

Netherlands and Dutch East Indies • • . . 30 

France • ••••»»••• 22 

Italy ♦ . . 22 

Belgium • 20 

Ceylon . . . ...... 16 

Straits Settlements . 13 

Australia 15 


421. The financing of this foreign trade generally consists of 
* w o operations, viz . : — 

(1) the financing from the Indian port to the foreign port or 

vice versa , and 

(2) the financing from, or to, the Indian port to, or from, 

the up-country distributing or collecting centre. 

422. With regard to item (1) in the previous paragraph the 
actual forms in which financial accommodation is given are des- 
cribed in paragraphs 427 and 429. The bulk of this business, 
which consists mainly of dealing in foreign bills of exchange or 
foreign remittances, is in the hands of non-Indian banks, popularly 
known as exchange banks. As stated in paragraph 42, 
the number of these banks is eighteen. Two of these, viz 
Messrs. Thomas Cook and Son (Bankers) and the American Ex- 
press Company Incorporated, do not play an important part in con- 
nection with the financing of foreign trade as they deal mostly with 
tourist traffic. Of the rest, five have a considerable portion of their 
business in India, viz., the Chartered Bank of India, Australia 
and China, the National Bank of India, the Mercantile Bank of 
India, the P. and O. Banking Corporation and the Eastern Bank'. 

( 310 ) 
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The remaining eleven are branches or agencies of large banking 
■corporations doing a major portion of their business abroad. Eight 
hanks have their head offices in England; three in Japan; two in 
Holland ; two in the United States of America ; one in France ; one 
in Portugal ; and one in Hongkong. The various classes of 
business undertaken by these banks generally* are given in para- 
graph 42. 

423. There is no provision, statutory or otherwise, which lays 
an obligation on these exchange banks to furnish to any autho- 
rity in India any figures relating to their business in India. For 
purposes of the Statistical Tables relating to Banks in India, a 
publication issued by the Director General of Commercial Intelli- 
gence, figures of Indian deposits and Indian cash balances are 
furnished by the exchange banks confidentially to the India 
Office, which consolidates these figures and supplies the 
consolidated figures for all banks to that officer. The following 
statement gives the figures so mode available for a series of 
years 


— 

Number 

of 

banks. 

Capital 
Reserve and 
Rest. 

Deposits 

in 

India. 

Cash 

balance in 
India. 






£ (1,000) 

£(1,000) 

£(1,000) 

1913 (Pre-war year) 

« 

12 

37,825 

23,276 

4,411 

191S . 



• 

a 

53,070 

55,769 

22,487 

192C . 



• 

15 

90,217 

f6,105 

18,881 

1G21 > 



• 

17 

111,632 

56,397 

17,675 

1922 . 



t 

18 

112,221 

55,038 

12,132 

1923 . 




18 

140,103 

51,332 

10,859 

'1924 , 




18 

130,464 

52,976 

12,275 

1925 . 




18 

138,311 

52,909 

7,062 

1926 . 




18 

148,003 

53,65S 

8,046 

1927 . 




18 

180,919 

51,647 

6,098 

1928 . 



: 

18 

/ 

187,923 

53,354 

6,042 


N.B . — Deposits and Cash balances in Ind'a have been converted into sterl 
ing at the rate of Is. 6d. a rapee. 


424 . There is no legal bar to an Indian joint-stock bank under- 
taking the first of the operations mentioned in paragraph 421. In 
the days of the East India Company this business was mostly in 
the hands of Agency houses referred to in paragraph 24 and of the 
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banks started in India under their aegis . One of the existing ex- 
change banks, the National Bank of India, was actually established* 
in India with a rupee capital, though soon after its establishment 
it converted its capital into sterling and transferred its headquarters 
to London so as to be at the centre of international finance, follow- 
ing in this respect* the footsteps of some of the great merchant 
banking houses of the Continent in the eighteenth century. We 
also understand that some of the now defunct Indian joint-stock 
banks have at different times engaged largely in the business of 
foreign exchange. For example, the Alliance Bank of Simla, 
Limited, was known to have developed a large foreign exchange- 
business before its collapse in 1923, operating in London firstly 
through correspondents like Parr’s Bank and Boulton Brothers, 
and later on through a branch of its own. During its six years 
of independent existence, the Tata Industrial Bank, Limited, also- 
engaged freely in foreign exchange. At the present moment, how- 
ever, only two or three Indian joint-stock banks take an insignifi- 
cant part in this business. We have made enquiries, and discussed 
with many of our witnesses, the reasons why the business has now 
become practically a monopoly of non-Indian banks. The four 
main reasons given are : 

(a) the competition of well established non-Indian exchange 

banks with large capital and reserves ; 

(b) the absence of branches of Indian banks at London and 

other important foreign centres which precludes them 
from taking part in arbitrage and direct exchange 
transactions ; 

(c) the small profits now realized from the business ; and 

(d) the full employment of the resources of Indian bank’s- 

in internal business of a more profitable character. 

We may quote in this connection at length the views of a prominent 
Indian joint-stock banker : — 

“The chief difficulties in the way of an Indian bank opening 
a branch in London for exchange business are 
as follows : — 

(1) The Hank must have a large capital, say over Rs. 2’ 

crores, in order to command credit in the London 
discount market as well as with the exchange, 
bank's doing business in India. 

(2) To open a branch in London and maintain it on 

sound and proper lines, the institution should be 
in a position to bear a loss of Rs. 5,000 or more 
every month for a period of at least three years ott 
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account of working expenses and other unforeseen 
losses which might naturally result for want Of 
practical experience. To expect the branch to be 
self-supporting within three years of its existence 
would be loo optimistic a view to adopt considering 
the strong position of the exchange banks and the 
very narrow margin on which the branch must work, 
to attract business. 

(3) The branch must have a trained and reliable staff with 

some knowledge of international exchange. 

(4) The floating resources of the bank should be large 

enough to permit a big turn-over. 

(5) The political movement in India would affect the 

banking and trading facilities which an Indian bank 
could expect from British and foreign banks in 
London and at other places. 

(6) The bank should have its head office in London rather 

than in India as its chances of securing import and 
export bills as well as bills for collection would then 
be greater and, being on the spot, the bank would 
be more conversant with the international monetary 
situation. 

(7) The bank conld hardly expect to receive in London 

local deposits or other business from the British 
public or merchants and manufacturers. Even 
banks like Chartered, National and Mercantile are 
not much patronised by the public in London, and 
are chiefly known to business firms trading with the 
East . 

Some of the above difficulties are by nature such that they 
cannot be removed by Government interference or 
legislation. They couid only be solved by mutual 
trust and good-will. But, besides the above difficul- 
ties, exchange banks in India, British and foreign, 
have been so well established and so well provided 
with funds through their Indian branches and the 
London discount 'market at relatively cheap rates that 
it would be extremely difficult for an institution out- 
side their circle to compete with any measure of 
success, at least for a time after the starting of the 
exchange business. Government, however, could 
encourage approved Indian banks to establish branches 
in London by giving them a part of their exchange 
business, and by lending part of their surplus funds 
at cheap rates.” 
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425. The Imperial Bank of India is prohibited by its charter 
from dealing in bills of exchange payable outside India, and is 
permitted to make remittances only for the bona fide personal re- 
quirements of its constituents. 

426. The exchange banks have branches at several up-country 
places, details of which are given in paragraph 455. In the case 
of trade between these places and foreign countries, it is possible 
for a merchant to obtain financial facilities from an exchange 
bank to cover the second part of the operation mentioned in para- 
graph 421, as well as the first part by a single transaction. For 
example, in the case of goods imported to Delhi, the inward bill 
drawn by the foreign exporter is sent to the branch of the exchange 
.bank in Delhi, and is collected in due course from the importer 
there and the proceeds remitted abroad. Similarly in the case 
•of exports from, say, Amritsar, the Indian exporter can draw a 
bill on the foreign buyer under a credit opened by the buyer, and 
.sell it direct to the branch of the exchange bank at Amritsar. 
We understand that Indian importers and exporters prefer the 
financing to be arranged by a single agency as this arrangement 
is found cheaper by them ; and we would in this connection invite 
a reference to para. 106 of the report of the Punjab Banking 
Committee. In up-country places, however, where there are no 
branches of exchange banks the importers or exporters must make 
separate arrangements for the finance of the movement of their 
goods from or to the Indian ports through joint-stock banks or 
other agencies. The financing of the business in such cases falls 
definitely into the two operations mentioned in paragraph 421. In 
regard to the second of these operations, in the case of exports, 
the Imperial Bank of India, the Indian joint-stock banks and 
the indigenous bankers take part in the financing of the move- 
ment of the produce from *the collecting centres to the ports ; 
and the financial facilities given consist of purchasing .demand 
drafts drawn by the exporter’s agents on their principal’s firm 
*,t the port. As regards imports, the movement of imported goods 
from the importing point to the distributing centres in India is 
generally financed by commission agents, shroffs and Indian joint- 
•stock banks. 


Mechanism of Finance. 

Exports. 

427. When an exporter sells to a foreign buyer, say in the 
United Kingdom, credits are usually opened with the London banks 
and finance houses and advised to India through the medium of 
the exchange banks. The bills against such credits are drawn 
principally at 3 months’ sight, though longer usance paper is 
•sometimes negotiated, and they are chiefly documentary. The bills 
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may be D. A. or D. P., the general practice being to draw D. A. 
fcills. The rate for a 3 months’ bill is higher than that for a 
-demand bill to allow for interest during the usance of the 
hill, this rate being regulated by the rate of interest ruling at the 
-centre on which the bill is drawn. These bills, whatever their 
usance, are sent to London and presented for acceptance, and after 
-endorsement by the exchange banks in London are usually dis- 
counted in the open market. For purposes of rediscount of paper 
with the Bank of England, two British signatures on such paper 
are necessary. In this way the exchange banks receive back in 
sterling the equivalent of their rupee payments in India. At 
times it may suit the exchange banks to hold the purchased bills 
until maturity, e.g., if the banks are well supplied with funds 
and there is no immediate prospect of the money being profitably 
employed, the bills will be held in portfolio until due date, but 
if trade is brisk or money is tight, the bills may be discounted, 
even at some sacrifice in the rate. Should the bills Be sent for 
collection through exchange banks, the Indian exporter has to wait* 
for the maturity of the bill before he gets tile value in rupees. 
This practice is not common. 

428. The bulk of the bills between India and Europe, America 
&nd the Colonies is in sterling. The drafts from and to Japan are 
in terms of yen while with China, they are in terms of rupees. 

Imports. 

429. As regards the import trade, the bulk of it from Western 
^countries is financed as follows : — 

(a) by 60 days sight D. P. drafts drawn on the Indian 

importer, 

( b ) by London Banks’ acceptance of “house” paper. By 

this expression is meant a documentary bill drawn by, 
say, a London exporting house on the London office 
of a foreign bank which accepts the bill and returns 
it to the drawer who in turn discounts it in the 
London Money Market. The accepting bank for- 
wards the relative documents to its branch abroad 
for collection of the proceeds of the goods from tha 
exporting firms’ foreign office and a remittance ia 
sent to London at or before the maturity of the bill. 

Both instruments are generally drawn in sterling. In tha 
former case interest is payable, usually at 6 per cent, from the 
'date of the bill to the approximate date of arrival of the proceeds 
of the bill in London. In the latter, the paper is discounted in 
the London Market at the prevailing discount rate, which is 
invariably lower than the rate of interest charged on 60 days 
sight D. P. drafts, and importers who have London houses of 
^the standing to arrange for acceptance of their paper benefit 
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thereby. As, however, 60 days' sight D. P. sterling drafts 
are generally used in connection with imports by Indians, it "will 
be seen that in both exports and imports by Indians the adjust- 
ment of interest between producer and consumer is effected in 
India and interest has to be taken into consideration at this end 
in fixing prices in both cases. Imports of sugar from eastern 
countries are financed by bills in sterling, but a fair amount of 
business is done with Java in guilders. 


Rupee import bills. 

430. It will be noticed that the bulk of both exports and imports 
is financed by means of sterling bills. In the case of exports, it 
is fairly clear that so long as credits can be opened in London, it 
must be to the advantage of the Indian trader to be able to draw, 
bills on London, and have access thereby to the discount facilities 
of the biggest international market in the world. In the case of 
imports, however, a comparatively small amount of the trade is 
financed hy bills which get the benefit of the London discount 
market. The question, therefore, arises whether from India’s 
point of view, it would not be advantageous to introduce rupee 
bills in connection with the import trade of India. The repre- 
sentatives of the exchange banks did not see any material differ- 
ence between the sterling and rupee bills from their own point 
of view ; though from the point of view of promoting a bill-market 
in India, they agreed that rupee bills might be useful, their adop- 
tion being a matter between buyer and seller. In fact 
in the import trade rupee bills are already in existence in 
some cases. They pointed out that the bulk of the import bills 
coming out are for relatively small amounts and that so far as 
those bills at any rate are concerned, the chances of creating a 
discount market are not very great. If the Indian importer 
insisted that the foreign exporter should draw on him in rupees 
the exchange banks, they said, would certainly have no objection. 
It was pointed out by some witnesses that manufacturers were 
now very keen on disposing of their products and that it should 
be a good opportunity for Indian importers to take advantage of 
the present keen competition among sellers to get them to accept’ 
the proposed change in the system in so far as imports are con- 
cerned. 

In their memorandum on the Money Market, the foreign 
experts have stated as follows in regard to this question : — 

"At the present stage we consider the improvement of the 
inland bill and money market as the fundamental 
and primary problem. This problem must be solved 
before progress to an appreciable extent can be 
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expected in the use of rupee bills for settling foreign 
transactions. The question as to what currency the 
bill will be drawn in, forms part of the conditions 
which have to be agreed upon by buyers and sellers. 
It needs no comment that they will try to find the 
cheapest solution. Under normal circumstances the 
currency of that country will be preferred where the 
lowest rate of interest prevails and the money and 
bill market is so well developed that no doubt can 
exist about discount facilities being available at any 
time during the currency of the bill. These condi- 
tions are lacking in India. As long as this is the 
case, trade and industry will be hampered and the 
cost of imported goods raised by enforcing sellers of 
foreign goods to draw rupee bills.’ * 

This opinion assumes that the import trade of India is financed in 
the. cheapest way with the help of the London money and bill 
market. The assumption is open to criticism. As pointed out 
in a previous paragraph y the bulk of the Indian import trade is 
financed by 60 days’ sight D. P. drafts drawn on the Indian im- 
porter, and the latter has to pay interest, usually at 6 per cent, 
from the date of the bill to the approximate date of the arrival 
of the proceeds of the bill in London. This rate is raised when 
the Bank of England rate goes above 5 per cent, and for the greater 
part of the year 1929 was 7 per cent., having been as high as 1\ 
per cent, from the middle of October till the end of November, 
-during which period the Bank of England Rate was 6J per cent. 
The rate of interest payable by the Indian importer in respect of 
the import bills which are now being drawn in sterling currency is 
thus not based on the open market rate of discount in London. 
So long as this state of things continues, we think that for the 
import business of India, which on private account amounts 
.approximately to Rs. 230 crores a year, the natural bill market is 
in India and not outside India. We agree with the suggestion of 
the foreign experts that the exchange banks should consider the 
possibility of changing their present custom to the extent that they 
should be prepared to accept the bills, instead of purchasing them, 
in the same way as house paper of a London export house is now 
.accepted by them and the bills could then be discounted in the 
London market as described in paragraph 429 (b). If this sugges- 
tion coufe be followed, and the benefit of the cheap funds in the 
London discount market is passed on to the Indian importer, 
then we agree that any artificial measures for the introduction 
of rupee bills would be of doubtful advantage to India. We 
commend this suggestion to the exchange banks for their careful 
consideration, and we hope that it will be possible for theta to 
get oTOr the difficulty that the majority of Indian import bills 
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are for small amounts. We also hope that when the Reserve 
Bank is established and the average interest rate in India is- 
brought down by effective measures on the part of the banks 
to deal with the seasonal stringency in the money market, the 
Indian money and discount market will compare favourably with 
that at centres outside India, and that trade will have recourse 
to both kinds of bills, rupee bills and bills in foreign currencies, 
according to its convenience. If in the meantime importers in 
India find it convenient to have the foreign exporter draw on 
them in rupee bills, we trust that, in view of the fact that the 
representatives of the exchange banks have already stated that 
the banks would have no objection to the introduction of rupee 
bilb for import business, the exchange banks would also co- 
operate and encourage any efforts in this direction, with a view 
to developing a bill-market in India. 

Acceptance credit. 

431. In America, the arrangement for financing the export trade* 
used to be somewhat similar to that obtaining in India, but after the 
establishment of the Federal Reserve Banks the use of the dollar 
acceptance is said to have been developed and the simplicity of 
the system to have promoted the foreign export trade of America. 
Sir Basil Blackett, in his memorandum submitted to the Com- 
mittee, has explained how in the face of world competition India, 
cannot afford to overlook any improved method of handling her 
annual production of agriculture and other commodities, and has 
suggested in this connection the development of the practice of 
drawing rupee bills both in regard to exports and imports and the 
use of the rupee acceptance credit in connection therewith. The 
question of creating rupee bills in regard to imports has been dealt 
with in the previous paragraph. As regards exports, Sir Basil 
Blackett is of opinion that the system of bank acceptance credit 
can be made to serve in providing the finance of India's export 
commodities which require extensive accommodation during the 
entire season, pending such actual time as shipments are made 
and sterling or other foreign currency sold to the exchange banks. 
At present, the finance obtained by the merchant is by means of 
a cash credit at a high average rate of interest with the added condi- 
tion in some cases that interest will be charged on at least half 
the maximum amount of the loan, whether fully availed of or not. 
Sir Basil Blackett has pointed out that the inelasticity of this system 
must be felt as a hardship by the exporting community and that it 
would be to the advantage of that community if in place of this cash 
credit system the system of acceptance credit were introduced, 
under which the exporter could arrange with a bank' in India for 
an acceptance credit to be established in his favour. This would 
enable the exporter to draw on the bank for the amount cf the- 



FINANCING OF FOREIGN TRADE. 3 ] 9 * 

acceptance and would make it possible for him during the life of 
these drafts to send tlxe goods forward, drawing an export draft- 
on his customer and offer it for sale to his banker in liquidation 
of the obligation at the maturity of the rupee draft to which the 
banker has given his acceptance under the credit. As a result of 
this arrangement, Sir Basil expects that the financial burden 
placed at present on the exporter during the period his 
merchandise is stored and is awaiting an opportunity for ship- 
ment abroad, would be considerably lightened and that the present 
restrictions on the volume of his business would be reduced. We 
are told that, in inland banking in India the acceptance credit is 
in use only to a limited extent and the reasons for this are stated 
to be the following : — 

(а) the practical non-existence of documents of title such 

as warehouse warrants and railway receipts in suit- 
able form, 

(б) the efficiency of the cash credit system which is much 

greater than would appear from Sir Basil BlackettV 
memorandum, 

(c) the high stamp duty on bills, and 

( d ) the difficulty of introducing a form of bill which would 

be accepted throughout India. 

If the difficulties in (a), (c) and (d) could be overcome and a true- 
banker’s bank was brought into existence along with an organiza- 
tion of merchant bankers and acceptance houses, we think that 
it would be possible to establish a wider use of the system of 
acceptance credit. 

432. In paragraph 421 we have mentioned that the financing 
of the import and export trade might be considered under two 
main operations. In paragraph 426 w’e have briefly indicated the- 
part played by the exchange banks in regard to the second of these 
operations, and we have dealt at some length with the mechanism 
of the first operation in paragraphs 427 and 429. As a good deal 
of discussion has centred round the former operation, it may be 
convenient to deal with it further in somewhat greater detail. 

433 As regards the export trade, the movement of the produce 
from the village to the mandi , as already described in chapter 
XIII, is financed by zemindars , moneylenders, indigenous banks 
and bankers and co-operative societies. The Imperial Bank 
of India and the Indian joint-stock banks also help in 
financing in villages as they lend money in mandis against 
pledge of stocks in the godowns of commission agents and 
exporting houses, the commission agents and exporting houses in- 
turn lending to village producers against the latters* contracts to 
deliver produce at subsequent dates. The exchange banks have- 
no direct part in the movement of produce at this stage, but when; 
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the produce is moved from the viandi to the exporting ports, the 
exchange banks along with the Imperial Bank of India and the 
Indian joint-stock banks take a part in the financing of the move- 
ment. The indigenous banks and some of the exchange banks 
make advances against produce in godowns, but the exchange 
banks usually limit their accommodation to such firms as do 
export business. In mandis the exporters usually take delivery 
of the produce through a shroff (guarantee broker) who finances 
the payments and receives a commission of | to 1- per cent for the 
transaction. The shroff is paid for the price of the commodity 
by means of demand drafts drawn on the exporter’s firm at the 
port and signed by the firm’s representative at the larger centres. 
These drafts as already stated are purchased by the Imperial Bank 
of India, the indigenous banks and the exchange banks, and the 
shroff thus receives funds to finance further transactions. 

404. Turning to the import trade, we have mentioned that the 
movement of imported goods from the importing centres to the 
distributing centres in India is generally financed by commission 
agents, shroffs and Indian joint-stock banks. At inland importing 
centres like Amritsar, Cawnpore and Delhi the import bills are 
mostly D. P. and are paid on or before due date by the importers, 
who in case of need may obtain facilities for payment of the bills 
by means of loans granted by the exchange or joint-stock 
banks. The loans are given against a margin of 20 per cent 
of the value of the goods plus all import charges, and usually carry 
interest at about the Imperial Bank rate. 

After taking delivery of the goods, the importers sell them 
to dealers either for cash or on credit from 2 to 4 months with 
interest at 6 per cent or more per annum. The wholesale dealers 
in the larger distributing centres similarly deal with the retail 
dealers in the villages by selling to them either for cash or on 
credit. In the latter transactions, commission agents play an 
important part; they buy for the larger village dealers who in 
turn sell to the smaller village dealers who sell to the ryots against 
their promise to pay when the crops are sold. The rates charged 
by the commission agents for this finance vary from 6 to 9 per 
•cent. 

435. We have stated in paragraph 42 that the exchange banks 
'also finance imports of bullion, both gold and silver. It 
may not be out of place here to describe the method 
of financing followed by these banks. Most of the bullion 
Is imported into Bombay by the dealers, the majority of 
whom are members of the Bombay Bullion Exchange, Limited. 
These dealers send orders Tor their requirements either direct or 
through exchange banks or brokers. The orders are placed 
.generally in London, although, in the case of silver, orders are 
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sent to New York direct to a certain extent. As soon as an advice 
is received from London or New York of the purchase of bullion, 
a remittance is arranged through an exchange bank and a contract 
for the purchase of bullion T. T. is made and both the exchange 
bank and the dealer abide by its terms. The contract is made 
with the exchange bank by the dealer through certified brokers. 
The bank in Bombay is given written instructions by the dealer 
whom and when to pay in London or New York, as the case may 
be, against complete shipping documents ; and it instructs its 
office or agents to make the necessary payment. On 
arrival of the bullion in Bombay, the bank clears the consignment 
and stores it in its strong rooms and the dealer has to arrange to 
take delivery within seven days. Interest at the Bank of England 
rate, subject to a minimum of 4 per cent, per annum, has to be 
paid by the dealer to the bank from the date of payment in 
London or New York to the date of payment in Bombay. 
Loans against bullion are given both by the joint-stock banks 
and exchange banks. The rates charged approximate to the ruling 
rates for call funds in the market. The banks require a margin 
of 5 per cent in the case of gold and about Rs. 5 per 100 tolas 
in the case of silver, though the margin in the case of silver 
varies according to the market conditions and movement in prices. 

Existing Facilities. 

436. We have been informed by the representatives of the 
Exchange Banks’ Association that merchants are at present able 
to obtain from the exchange banks all the assistance they require 
to finance their import and export trade, provided they are of good 
reputation and possess means in reasonable proportion to the 
trade that they , do. They have added that it is only 
in cases where banks are unable to ascertain even approximately 
the financial stiatus of a merchant that the latter finds difficulty 
in securing the "accommodation he may need for his business. In 
their view, no solvent business-man should experience any diffi- 
culty, provided he furnished the necessary information in the form 
of a balance-sheet. They have therefore suggested that all mer- 
chants in their own interests should adopt the business-like practice 
of having their books regularly audited by a recognized accountant 
and a balance sheet in correct form drawn up from time to time. 
According to them, the European firms invariably have their 
balance-sheets audited by a Chartered Accountant, but it is excep- 
tional among Indians to have their balance-sheets similarly pre- 
pared and audited. This opinion is generally endorsed by the 
European Chambers of Commerce. 

437. The Indian Chambers of Commerce and several Indian 
witnesses consider that the financing of the foreign trade of India 
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is from the Indian point of view in a most unsatisfactory condi- 
tion. The main reasons for this contrary view held by the Indian 
witnesses have been stated to be as follows : — 

(a) The share of Indians in the foreign trade of India is, 

according to the Indian Chamber of Commerce, 
Calcutta,* less than 15 per cent of the total. This, 
they allege, involves the loss to India of a large 
amount in the shape of commission, brokerage, and 
insurance, paid to non-Indians. It is believed that 
this preponderance of the non-Indian element m the 
foreign trade of India is due to the large facilities 
given by the non-Indian exchange banks to their 
nationals operating in India. 

(b) At present in financing the external trade of India, the 

exchange banks have almost a monopoly. There 
are only two or three Indian joint-stock banks who do 
a little of this business, but almost the whole of it 
is really in the hands of non-Indian banks. The 
Imperial Bank of India is prevented from engaging in 
this business by the provisions of the Act governing 
its operations. The resources of the other Indian 
joint-stock banks (with the exception of a few) are 
not sufficient to enable them to engage in the busi- 
ness. Even with sufficient resources, it has been 
found difficult to compete with the well established 
non-Indian banks. 

The Exchange Banks’ Association have furnished a statement* 
regarding the participation of Indians and non-Indians in 
the country’s foreign trade which shows that the Indians have a 
larger share than 15 per cent., and that the share of Indians in 
this trade has been gradually increasing. This statement, how- 
ever. has been criticised on the grounds that (i) it does not give 
the actual figures for India but only percentages for the individual 
centres, and (ii) it ignores that portion of the import trade which 
is handled by the non-Indian who arranges for the documents to be 
made out in the name of the final buyers who are Indians. Fur- 
ther it is stated that if we take into account the figures of foreign 
trade handled without bank intervention and which is almost wholly 
in the hands of non-Indians, it will be found that the total parti- 
cipation of Indians is much lower than shown by the figures given 
in the statement. It has not been possible for us to verify the 
figures given by the Indian Chamber of Commerce or by the 
Exchange Banks’ Association. 

438. In addition to these two general complaints, which are 
not strictly relevant to the problem of banking facilities, various 

* Appendix III of the Volume of Written Evidence. 
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•other difficulties which arise from the existing arrangements have 
been brought to the notice of the Committee by Indian witnesses. 
These are mentioned in the succeeding paragraphs, together 
with the observations made by the representatives of the exchange 
banks in regard ic them. 

439. One difficulty is that Indian merchants who import from 
abroad cannot do so on D. A. terms and can do business only on 
D. P. terms. It is said that in order to encourage the import of 
Manchester piece-goods, facilities have recently been offered to 
merchants engaged in that trade, but in the case of other com- 
modities such facilities are not freely available. The representatives 
of the exchange banks have referred in the first place to the 
practice followed by the exchange banks of releasing imported 
£oods on trust receipts, which in their opinion, more or less, takes 
the place of the system of drawing bills on D. A. terms. Secondly, 
they have pointed out that D. A. terms are mostly arranged between 
the exporter abroad and the importer in this country, and the 
reason for the present practice of drawing invariably on T>. P 
terms is probably that importers are mostly people with limited 
means. It has been contended by the exchange banks that they 
have no power to grant D. A. terms without instructions from the 
exporter abroad. The lack of such T). A. facilities has in some 
cases been attributed to the bank references given by the exchange 
hanks, but the representatives of the latter have pointed out that 
bank references are not the sole basis of guidance to the exporter 
abroad who also tries to get into touch with the importer in India 
through a travelling agent, and unless he is thoroughly satisfied, 
he does not allow T). A. terms. The representatives have repu- 
diated the suggestion that the exchange banks have been discourag- 
ing D. A. facilities with a view to encouraging loan business on 
trust receipts in order to earn a higher rate of interest, and they 
have also denied the other suggestion that the present position is 
due to the fact that the exchange banks are all non-Tndian and 
that if there were Indian exchange banks, the import bills would 
all be drawn T). A. instead of D. P. 

440. Another grievance brought to our notice by some of the 
Indian witnesses is that in order to get a confirmed letter of credit 
opened, even first class Indian importing firms are required to 
make a deposit of 10 to 15 per cent, of the value of goods with 
the exchange banks, while European houses in Calcutta are not 
required to make such deposits. The representatives of the ex- 
change banks have pointed out that at least 9/10ths of the import 
business is done without credits at all and that the question of 
deposits in other cases really depends upon the standing and the 
position of the merchant and also to some extent on the nature of 
the commodity imported. They have added that it is not a universal 
custom to call for deposits and that in the case of well-established 
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firms deposits should not be called for. They have stated that, 
there is absolutely no discrimination between Europeans and 
Indians and the same rules and same standards are applied to both, 
classes of customers. 

441. There have also been complaints in regard to the bank re- 
ferences given by the exchange banks. It has been pointed out by 
one Indian Chamber of Commerce that in the case of some Indian 
firms satisfactory references were not supplied by the exchange 
banks to overseas merchants, though in the case of foreign 
merchants whose resources were considerably lower than those of 
*ome of the Indian firms, the banks of foreign countries supplied 
rery good bank references. The exchange banks* representatives 
have said that banks always give the best report they can, based 
Upon their knowledge of the resources of the clients. They havo 
observed that in the case of European clients the managers of banks 
have more intimate knowledge of their integrity and resources, 
but in the case of Indian clients through their shroffs and other 
members of the staff, they make an honest endeavour to get at a 
correct idea of their financial standing. 

442. Another complaint made by some of the Indian witnesses 
is that the Indian merchants have no opportunity of knowing 
under what rules the members of the Exchange Banks’ Association, 
work and the alterations made therein from time to time. The 
action of the exchange banks in discontinuing the system of partial 
deliveries has been mentioned and it has been complained that the 
decision of the exchange banks was arrived at without any previous 
notice of the change to the merchants. The representatives of the- 
exchange banks have assured us that the Association had no idea 
of keeping their rules of business secret and that, in fact, in 
Calcutta, in view of certain requests that had been made for a 
copy of the rules of business, the rules were actually published 
in 1926. Alterations in these rules are not made frequently and 
though the Association did not send the alterations to the customers 
direct, they had been made available to them through the exchange 
brokers. The representatives were quite willing to make arrange- 
ments for the supply of copies of the rules to merchants and we 
have since been informed that copies of the rules are now freely 
available to constituents on application. As regards the case of 
partial deliveries, we have been told that the system was a purely 
temporary phase rendered necessary during the period of slump in 
1921, and that as soon as the stocks had been cleared, the system 
was automatically discontinued. We have suggested to the repre- 
sentatives that before making any alterations in the rules of pro- 
cedure, it might be useful to Indian as well as European merchants 
if the Association consulted the Chambers of Commerce and other 
representatives *of merchants. We have been informed that if the 
changes are such that Chambers of Commerce and merchants. 
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;would be seriously interested ifi them, the Association would be 
happy to consult them before amending the rules. We can con- 
ceive of changes in the rules which the Association may consider 
unimportant, but which may not be regarded in the same light by 
the merchants and we would therefore impress on the Association 
the advisability of consulting commercial bodies in all cases. 

443. At present the exchange banks charge a penalty for the 
late completion of exchange contracts. It has been represented to 
ue that this penalty is rather high and is capable of reduction. The 
representatives have explained that a bank has always to act up to 
its contract and that this penalty is intended only to make the 
merchant also act up to his part of the contract. Under the 
present system, the merchant has a whole month before him to 
decide whether he can fulfil the contract or not, and the present 
penalty, if it should be a deterrent, cannot be much reduced. 
They have, however, agreed that there is no reason for a difference 
in the penalty rates charged in Calcutta and Bombay, which are 
1/32 d, per week (equal roughly to 9 per cent interest per annum) 
and 1 per cent over Bank rate respectively. They have also ad- 
mitted that it is a matter for consideration whetfier the rates can- 
not be levelled down. We understand that the penalty in Calcutta 
has since been changed to the same basis as in Bombay. 

444 When a foreign exporter draws a draft on an Indian im- 
porter and the draft is held by an exchange bank in India for collec- 
tion, the Indian importer has to pay the bank in rupees at the 
bank’s selling rate for demand drafts and he is not allowed to pay it 
either by the demand drafts of another exchange bank, which 
may be had at more favourable rates except on payment of a com- 
mission of £ per cent or by his own cheque on his London agent. 
So far as Calcutta was concerned, an importer could pay for the 
draft by the T. T. of another exchange bank (being a member of the 
Exchange Banks* Association) without any charge and the repre- 
sentatives of the exchange banks have agreed that an exchange 
bank is not justified in refusing the importer’s own cheque on his 
agent in London where funds are known to be available. They 
have expressed the view that if the question is put before the 
Exchange Banks’ Association, it would be considered. As regards 
the method of payment by demand drafts of other banks, we under- 
stand that it is not the practice of exchange banks to accept them, 
as by this method of payment the bank which gets the bill for col- 
lection would not receive anything for all the trouble in the business 
undertaken by it. We do not see any reason why the practice in 
Calcutta regarding payment by T. T. should not be followed at 
other centres or why an importer with available funds in London 
should be forced unnecessarily to incur the double expense of 
transferring them to India and back. Although we understand that 
cases of this sort are of rare occurrence, we trust the Association 
will take steps to remove this grievance at an early date. 
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445. Another complaint prominently put forward by the repre- 
sentatives of -the Indian Merchants Chamber, Bombay, relates to 
the attitude of the exchange banks in regard to Indian insurance 
companies. It has been stated that these banks are literally forcing 
Indian exporters to insure their goods with foreign insurance com- 
panies. A concrete case was quoted where one of the leading firms 
in Bombay which used to insure its exports with an Indian insur- 
ance company was told by one exchange bank that a limit of 
Us. 4 lakhs would be placed as a maximum amount which could 
be insured with that company. It was added that there were 
several such instances where Indian firms were not permitted to 
insure their goods with Indian companies. As a result of this 
attitude on the part of the exchange banks, it is alleged that every 
year India is making payments abroad in the form of insurance 
premia to the extent of nearly Bs. 2 to Rs. 3 crores, which should 
properly go into the pockets of Indian insurance companies. 

A similar prejudice against Indian insurance companies formerly 
existed on the part of the Imperial Bank of India, but they now 
accept without limit policies of certain Indian insurance companies 
which have agreed to allow the bank to have access to their books 
at any time in order to satisfy the bank that the company is re- 
insuring part of its risks, and to supply all other information re- 
quired. 

The representatives of the Exchange Banks’ Association have 
explained that the question of insurance has always been a very 
difficult one with the banks, that there is no prejudice 
whatever against Indian insurance companies as such and that it 
is really a question of the standing of the insurance companies. 
As an illustration of their sympathetic attitude, they quoted one 
instance where in the terms of an old letter of credit it had been 
stated that insurance with a particular non-Indian company should 
be made, and where the exchange bank which was dealing with this 
letter of credit had the terms modified so that the insurance could 
be made with an Indian company about whose standing the bank 
was quite satisfied. 

It was suggested to the representatives that the Exchange 
Banks’ Association should lay down standards to which the insur- 
ance companies should conform for obtaining the confidence of the 
exchange banks and that the Exchange Banks’ Association should 
thereafter publish a list of Indian and non-Indian insurance com- 
panies which conformed to those standards and whose policies should 
be accepted by all the exchange banks without limit. The repre- 
sentatives were not in a position to say whether this could be done, 
because the question was in their opinion really one for each bank 
to decide for itself, but they said that if the suggestion was put 
before the exchange banks, it would receive every consideration. 
We have been informed, since this question was first raised, that 
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with the approval of the London Exchange Banks’ Association 
every support is now being given to Indian insurance companies. 
In view of the rapid growth of Indian insurance companies during 
the past ten years, and the fact that no bank has ever incurred a 
loss on an Indian Insurance policy, we trust that the establishment 
of more cordial relations between the exchange banks and Indian 
insurance companies may be speedily effected. With this end in 
view we suggest that some understanding might be arrived at by 
the exchange banks in consultation with representatives of the 
Indian Insurance Companies similar to that between the Imperial 
Bank of India and these institutions. 

446. At present when a draft on an Indian importer comes 
through an exchange bank, he merely gets an informal note advis- 
ing him that the draft has come and he has himself to go to thief 
bank and examine the documents. The custom in England and 
other western countries is to send such documents to the drawee 
at his office for acceptance. We have been told by the representa- 
tives of the exchange banks that it is impracticable to send out 
drafts for acceptance as in England owing to the difference in 
ruling conditions. In England, people are quite alive to such 
things and every firm has got a responsible clerk who attends to 
them readily. In India when bills are sent round with document? 
attached for acceptance, it is often found that the party is available 
only after five or six visits. This may be true in regard to petty 
Indian merchants and dealers. We doubt, however, whether it 
applies to big Indian merchants, for example, those in Clive Street, 
Calcutta, or in the Fort, Bombay. The representatives have 
agreed that there would be no objection to send out the bills to such 
people at their respective business places. As regards the allega- 
tion that some European firms had this facility while no Indian 
firm had it, it has been explained to us that this might be due to 
the European firms having asked for the privilege and the others 
not having asked for it. The Exchange Banks’ representatives 
have assured the Committee that here too there is no question of 
discrimination. We are sure that the Association fully realizes the 
fact that anything which disturbs the smooth working of the bank- 
ing mechanism injures both the mechanism and those who deal with 
it and we sincerely trust that no effort will be wanting on their part 
to remove all causes of misunderstanding and dissatisfaction in 
the minds of the Indian mercantile community. 

Suggestions made by witnesses for the Regulation of'the 

OPERATIONS OF EXCHANGE BANKS. 

\ 

(t) Licensing of Foreign BanUs. 

447. It has been suggested that foreign banks operating in 
India, that is those which are not registered under the Indian law. 
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should be required to take out licences for carrying on their busi- 
ness in India. At present they are not subject to any legal restric- 
tions in India. They are exempt from all the statutory obligations 
to which Indian joint-stock banks are subject. They do not even 
publish their balance-sheets giving the information about their 
Indian business separately from their other business. They draw 
a large part of their working capital from Indian deposits ; never- 
theless the depositors are not protected by any regulations govern- 
ing the operations of such banks in India. Some control over the 
foreign banks is also recommended on broad national grounds. For 
example, it is argued that it may be necessary to restrict the 
operations of any bank which worked against Indian interests 
by, say, refusing to accept policies of Indian insurance companies, 
even though they were sound ; deliberately placing difficulties in 
the way of Indian traders, which were not justified ; and by impos- 
ing unjustifiable handicaps against their Indian customers. One 
British Chamber of Commerce has suggested that India is now 
over-banked, so far as facilities for financing of foreign trade at 
the ports are concerned, and that power should be given to some 
authority in India to stop the opening of further exchange banks. 

44S. Various authorities have been named for issuing, renewing, 
or cancelling licences, namely : — 

(1) The Finance Department of the Government of India, 

(2) The Standing Finance Committee, 

(3) The Reserve Bank Board, and 

(4) The Bankers’ Association in India. 

440 The representatives of the Exchange Banks’ Association 
feel that the British banks which have had a long history of service 
to India should not be penalized in the same way as other foreign 
banks, but they have no objection on principle to a system of licence 
if it is required from every bank in the country, whether Indian 
or foreign. They have, however, added that licences should be free- 
ly granted to all the existing banks and should also be similarly 
renewed provided they complied with any provisions of the 
Indian law relating to such banks. They contemplate 
that one of the conditions of the licence would be the submission 
of periodical statements relating to the Indian affairs of these 
banks, and that they might be required under any future Reserve 
Bank Act to place certain percentages of their time and demand 
liabilities to the public in India as interest-free balances with the 
Reserve Bank. If as a result of our recommendations, it is pro- 
posed to have an independent audit of all banks operating in India, 
the representatives of the exchange banks have stated that these 
banks would have no objection to such audit. Similarly, they 
have agreed to abide by whatever might be prescribed for banks as 
a whole in Indian 
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450, Other conditions in the licence suggested by witnesses 
are : — 

(а) No foreign bank having a capital and reserve of less 

than £1 million should be given a licence. 

(б) Foreign banks should not borrow in India more than 25 

per cent of their paid-up capital and reserve, and in 
no case should the borrowing by a foreign bank 
exceed its total advances in India. 

( c ) Foreign banks should accept policies of approved Indian 

insurance companies. 

(d) In the event of liquidation or failure, the assets of the 

Indian offices of the foreign bank should be ear- 
marked for the satisfaction of Indian creditors, and 
this prior charge of the assets of the Indian branches 
should not be deemed to prejudice the claim of Indian 
creditors on the general assets of the bank m case 
Indian assets were insufficient to meet the claims in 
full. 

(e) Foreign banks should give an undertaking to train and 

employ a definite percentage of Indians in their 
higher grades. 

45 L. From a study of the literature relating to the treatment 
of non-national banks in other countries as far as available, we find 
that provision exists in the laws of various countries for regulating 
foreign banks by means of licences granted by some prescribed 
authority in the country. To quote only one instance, foreign 
banks in Japan established in accordance with foreign laws have 
to apply to the Finance Minister for permission to carry on banking 
business within Japan and the Minister is authorized to impose 
specific restrictions on the issue of licences. This latter provision 
has the purpose of giving to the applying foreign institution treat- 
ment equal to that which a Japanese institution enjoys in the 
country of the foreign bank. The introduction of a similar system 
is, in our opinion, necessary in India partly in the interests of 
depositors, partly for ensuring the grant of reciprocal treatment in 
foreign countries to Indian banks and partly for giving the Reserve 
Bank some control over the banks operating in the country. We 
cannot think of a better authority than the Reserve Bank for under- 
taking this task of scrutinizing applications from non-Indian banks 
to do banking business in India, and for granting licences in 
approved cases. We, therefore, recommend that all non-Indian 
banks wishing to do banking business in India should be required 
to take out a licence from the Reserve Bank when it is established. 
We further recommend that in fairness to the banks already estab- 
lished in this country, licences should be freely granted to them. 
Rvery licence should be in force for a stated period and should be 
automatically renewed if the licencing authority is satisfied that the 
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provisions of Indian law applicable to the bank and other condi- 
tions specified in the licence, are complied with. These conditions 
should be the following : — 

( i ) In addition to periodic statements provided for in the Reserve 
Bank Bill of 1928, the non-Indian banks should furnish to the 
Reserve Bank annual statements showing their assets and liabili- 
ties relating to their Indian business as prescribed by the Reserve 
Bank from time to time. 

(ii) For a few years to come, at, any rate, the banks should 
submit to some prescribed authority in India, preferably the 
Reserve Bank, periodic reports of Indian and non-Indian business 
handled by them. 

(in) Other conditions might be imposed on the basis of recipro- 
city. For example, even the Bank of England has laid down that 
no financial accommodation would be granted by that Bank on the 
security of bills unless the bills bore two English names of which 
one should be the acceptor. There are various restrictions imposed 
by the laws of foreign countries on non-national banks working 
there.* The power to impose similar conditions in the licences that 
would be granted by the Reserve Bank would enable the Govern- 
ment of India to accord reciprocal treatment to non-Indian banks. 

We do not approve of any other conditions in the licences as 
suggested by witnesses and referred to in paragraph 450. The 
suggestions contained in conditions ( b ) to (e) of that paragraph 
require special treatment and have been dealt with'by us separately. 
As regards condition (a), we prefer not to fetter the discretion of 
the Reserve Bank by any hard and fast rule regarding the capital 
and the reserve which a non-Indian bank should have before it 
commences operation in India. 

(ii) Restrictions on Receipt of Deposits. 

452. As regards restrictions on the power to receive deposits in 
India, various suggestions have been made. No case of a non- 
Indian bank going into liquidation with resultant loss to the Indian 
depositors has been brought to our notice, but the necessity 
for some protection against a future contingency has been em- 
phasized. Some have suggested that foreign banks should bring 
50 per cent of their working capital from abroad. Others think 
that such restrictions are too drastic, and that foreign banks should 
be allowed to receive deposits to the extent of the trade in Indian 
hands which they finance. Others again do not want to prevent 
the foreign banks receiving deposits, but at the same time have 
recommended that as these banks are able to secure deposits in 
India at cheaper rates than Indian banks, they should be required 
to pay a special tax of l per cent on all fixed deposits received in 

* Appendix II of the Volume of Written Evidence. 
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India. It has also been suggested by some witnesses that toreign 
banks should be allowed to receive 'Indian deposits only if they sub- 
jected themselves to the control arising out of registration under 
the Indian law with rupee capital and Indian directorates. On 
the other hand, there were some witnesses w T ho were against placing 
any restrictions, as they were of opinion that individual liberty 
should be conceded to depositors to place their money in any bank, 
foreign or indigenous. 

453. It was stated by Mr. E. W. Beaumont-Pease, Chairman 
of Lloyds Bank, in his speech at a recent annual general meeting 
that “the total of deposits received in India (by that bank) largely 
exceeds the amount of the bank’s advances and no portion of the 
bank’s deposits at home is used for the purpose of making loans* 
in India”. This statement has led to an enquiry in Indian circles 
whether the banking resources of India are being administered 
to the best advantage of her own nationals and for the furtherance 
of Indian trade, commerce and industry. One prominent Indian 
banker in his evidence before us said that the exchange banks do 
not at present employ in India all the money they receive on 
deposit in India, and a portion of this surplus money taken from 
the public in India is invested in business outside India. He 
therefore suggested that restrictions should be placed on the receipt 
of deposits by the exchange banks in India in order to prevent 
such export of funds from India. On the other hand, it lias- 
been pointed out that there are seasons in the year in India when, 
the exchange banks are borrowing money from other countries, 
in order to finance the foreign trade of India, and that during 
the slack season this money that is brought 'out from abroad is 
remitted back. 

454. The Managing Governor of the Imperial Bank of India 
was definitely asked the question whether he would favour the em- 
ployment of Indian deposits with exchange banks in investments, 
say, in the Federated Malay States or in Japan. He replied that 
he was strongly against any interference with the free flow in 
bankers’ funds between different countries. He thought interference 
with economic forces must in this, as in other instances, react in- 
wavs which largely defeat the purpose aimed at and cause hardship 
to third parties. In his view, the interests of depositors as well as 
those of borrowers must be considered. If banks could not find 
sufficient investments of a suitable character in India for the poten- 
tial deposit money, they must reduce deposit rates or invest money 
elsewhere. In his opinion India had probably benefited 
more than most countries by the use of foreign capital and, if 
freedom in the movement of capital was interfered with, foreign 
capital would not be so readily available. 

455. It has been suggested by some of our Indian witnesses that 
r the exchange banks with cheaper money received from Indiana 
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themselves offer unfair competition to Indian joint-stock banks. At 
present the Indian joint-stock banks have to pay higher rates of 
interest than the exchange banks for deposits taken from the public, 
*and the complaint is that the exchange banks through the facilities 
nf cheaper money available to them quote lowet competitive lending 
rates to the detriment of the Indian joint-stock banks. It is ob- 
served that tne lowering of the lending rate by exchange banks, 
though it is immediately beneficial to the public at large and to 
the trade of the country, is at the cost of the indigenous banks, 
and that as the interests of the general public in the long run coin- 
cide with the interests of the Indian joint-stock banks, the ex- 
change banks should be denied all avenues of cheap money in India. 
The point in this suggestion relates more to the competition of ex- 
change banks in the field of financing internal trade than foreign 
trade. As regards internal trade, the exchange banks contend that 
there is not much competition between them and Indian joint-stock 
banks. It is true that a few of them have branches at some of the 
larger inland centres, but it is stated that these branches concen- 
trate chiefly on import bills though advances are also granted 
against goods intended for export. They do not operate in the 
districts or smaller centres, nor do they compete in storage business 
in respect of agricultural produce in the mofussil. The number 
of such up-country branches of exchange banks is also not large 
•as shown by the statement below : — 

Statement showing the location of branches of exchange banks 
and the Hates of their opening. 


"Cawnpore 

. , Chartered 



• opened 1920. 


National 


• 

• »» 

1889. 

Delhi . . 

t Chartered 


♦ 

• »» 

1912. 


National 


• 

• »♦ 

1895. 


Mercantile 

* 


• »» 

1912. 


Lloyds 


• 

• >» 

1912.* 

Amritsar 

. Chartered 


t 

• » » 

1910. 


National 


• 

* i» 

1900. 


Lloyda 


• 

• »• 

1930. 

Lahore 

. National 


• 

• »* 

1900. 


Lloyds 


• 

• it 

1928. 

Simla • • 

. Mercantile 


• 

• »» 

1923. 


Lloyds 


• 

• »» 

1910.* 

Rawalpindi • 

Lloyds 



• ■*» 

1906. 

Peshawar • 

, . Chartered 



• II 

1926. (Closed 1930.) 

Srinagar 

. . Lloyds 



• ft 

lOlSf 

Murree . 

Lloyds 



• *1 

1907.* 

Gulmarg 

Lloyds 



* »» 

1909. 

New Delhi 

. . Lloyca 



• II 

1927. 


456. Although the number of up-country branches of exchange 
banks is not large, it has been brought to our notice that in recent 
years there has been a movement among the exchange banks to 
get a footing in the interior of India through the acquisition of 
shares in other banks. For example, the P. & 0. Banking Cor- 
poration, soon after its flotation in 1920, purchased the Allahabad 

• King. King and Co. amalgamated with Lloyds Bank, February 1023. 
t Cox and Co. Ditto, 
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Bank, which is an Indian joint-stock bank with about forty branches 
and sub-agencies in the interior of India. Lord Inchcape 
commenting upon this acquisition said that “Our purchase of th g 
'A llahabad Bank gives us a footing in the interior of India which 
it would have taken years to work up”. The controlling interest 
in the P. & 0. Banking Corporation itself was acquired in 1927 
by the Chartered Bank of India, Australia and China, which pur- 
chased 196,059 out of 259,416 shares. Begarding this development r 
Mr. Baster in his book “The Imperial Banks” says : — “It means- 
that one of the greatest exchange banks is directly interested in 
developing banking facilities in the interior of India, which, to all 
exchange banks is, in the main, unknown territory. Although 
English banks can never hope to serve the whole of India, a 
development of this kind cannot fail to have beneficial effects of" 
vital importance in Indian economic development, if the other 
banks follow suit”. 

It has been suggested to us that the Chartered Bank should be- 
made to divest itself of its interest in the Allahabad Bank through' 
the P. & 0. Banking Corporation by the latter selling its shares in 
the Allahabad Bank to the public, or by some other means, and 
that if the Chartered Bank is not willing to do so by persuasion, 
it should be compelled by legislation. We deal in Chapter XXV 
with the general question of regulating the acquisition of such 
controlling interests ; but here we need only remind the advocates 
of the proposal that we are not writing on a clean slate, and we* 
cannot conceive of any measure calculated to carry out the pro- 
posal which will not in essence be an act of expropriation. More- 
over, we have grave doubts whether any such measure can be 
recommended in the interest of development of banking facilities in 
India. 

457. A complaint has been made in this connection that the 
exchange banks at these inland centres encourage foreign traders 
to compete with Indian merchants in regard to the movement 
of the produce to the ports or of the imported goods from the' 
ports to the interior. The European exporters and importers 
already have a large share of India’s foreign trade and it has been 
pressed on us that the grant of this opportunity to them of further 
increasing their inland business must strongly be deprecated. 
As stated already, the representatives of the Exchange Banks'’ 
Association have observed that this complaint is not justified and 
that Indians are securing an increasing share in the direct import 
and export business. We understand that many of the inland 
branches of the exchange banks were definitely opened at the 
request of the Indian traders, who wanted to have a direct connec- 
tion from the interior with the foreign importer and exporter. 

458. The proposal to place restrictions on the receipt of ‘deposits 
by the exchange banks Has also been recommended from another 
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point of view. A large portion of the foreign trade of India is in 
the hands of non-Indians, and it is strongly felt that it is not in 
the interests of India that the savings of Indians should be utilized 
lo help non-Indians to make a profit. It has, therefore, been 
suggested that exchange banks should be allowed to receive 
deposits in India only to the extent of the requirements for 
jBnancing the foreign trade which is in the hands of Indians. 

459. It is, of course, a fact that exchange banks do not compete 
with the Indian joint-stock banks in the matter of attracting 
deposits by offering better terms. JBut it has been contended that 
fhe Indian banks, being late-comers in the field, have found them- 
selves arrayed against a number of foreign institutions, which had 
already gathered enormous influence and created valuable good-will, 
and which by virtue of these advantages and the greater reserves 
and resources acquired by them in the process of years, irresistably 
*lraw business to a much greater extent than the former. It has 
further been argued that as the exchange banks are now in a 
monopolistic position in regard to the supply of financial facilities 
for’ foreign trade, people who are engaged in that business have 
to open accounts witli them, in order to show their stability and 
to get good facilities from those banks. Some portion of the deposits 
thus received by the exchange banks consists of current deposits 
which come to them on account of the monopolistic nature of 
their business, and the restrictions proposed on their power to 
receive deposits are intended to counteract this unfair advantage. 
One of the witnesses who referred to this maintenance of current 
accounts by people engaged in foreign trade for the sake of estab- 
lishing their credit with these banks himself admitted that his 
firm, which had been dealing with the exchange banks for years, 
was not required to deposit a single pie with them for this pur- 
pose. As suggested by the exchange banks* representatives, the 
real position perhaps is that new customers of exchange banks 
who wish to open credits in connection with foreign trade are 
naturally required to make certain deposits with them and such 
initial deposits are only temporary until the banks get some know- 
ledge of the working of these customers and come to have greater 
confidence in them based on this knowledge. 

460. On the general question of placing restrictions on the 
receipt of deposits by tile exchange banks, the views of the 
Managing Governor of the Imperial Bank of India are as 
follows : — 

“The result of placing restrictions would be that the 
exchange banks would have to transfer funds bor- 
rowed in other countries and/or borrow from the 
Imperial Bank of India to replace the Indian deposits 
which they now have to the extent required for their 
exchange business. Exchange operations would be 
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hampered considerably; and the higher cost of 
funds would possibly necessitate increased exchange 
margins. Inasmuch as foreign funds were 
brought in, the interest on them would leave the 
country. Their finance of internal trade would be 
allowed to decrease as they would not bring in 
foreign funds or borrow to any jgreat extent for this 
purpose. The shroffs , merchants, etc., who are now 
financed by the exchange banks would have to go 
elsewhere for the major portion of their finance and 
the deposits formerly taken by the exchange banks 
would also be diverted to other banks. Owing to 
their very high financial standing and their very 
strong balance-sheets, the exchange banks are able 
to borrow their funds in India at low rates of interest 
and correspondingly low rates are charged to the 
shroffs and the merchants. The Indian depositors 
place their funds with the exchange banks and 
accept the relatively low rates offered as they are 
satisfied that their deposits are quite safe, and they 
would be unwilling to place them with banks on 
which they do not place so much reliance except at 
higher rates and not at all to a large extent. Pro- 
bably the only non-exchange bank which could 
attract the bulk of their deposits is the Imperial 
Bank of India and the prohibition would give that 
bank a semi-monopoly. Inasmuch as funds were 
deposited with other banks at higher rates, the cost 
of finance to the shroffs and merchants would 
increase correspondingly and trade would suffer/* 

461. According to the same authority, the result of placing res- 
trictions on the exchange banks receiving deposits in India would 
be that exchange banks would have to realize their considerable 
investments in India Government securities for the purpose of 
repaying their Indian deposits, thereby depressing the prices of 
the latter to the further detriment of the large holdings of the 
Indian joint-stock banks in these securities. 

462. Further, although exchange banks have large deposits, the 
amount of free or cheap deposits is limited. During the busy 
.season they have to compete for available deposits, and they are 
frequently able to offer rates which induce Indian banks to lend 
to them. This bears out the fact mentioned by one Indian banker 
that the deposits of the Indian banks are not affected by those 
of the exchange banks. The compulsory diversion of deposits, 
even partially, may therefore result in those same deposits coming 
back to the exchange banks through the Indian banks at an in- 
creased cost for use in foreign exchange operations, and the addi- 
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tional cost would be passed on to the Indian trader and ultimately 
to the Indian producer, so long as margins are kept at the narrow- 
est limit by competition as at present. It has also to be remember- 
ed in this connection that deposits are a form of borrowing in 
India and that the Indian Government itself is continuously 
borrowing in the London Money Market large amounts for capital 
and general purposes. 

463. We do not think that it is a correct interpretation of the 
speech of Mr. Beaumont-Pease that the Indian branches of 
exchange banks are not drawing on their Head Offices outside India 
but have more than enough funds from India itself. We are 
fairly sure tH&t it is not true that the exchange banks on balance 
take money out of India for use elsewhere or that deposits received 
from Indians are utilised for financing non-Indians engaged in the 
foreign trade. We give below certain figures which we obtained 
from the exchange banks : — 

Statement showing deposits, advances and investments at 31st December 
1929 of the exchange banks in India. 

All figures are in crores of rupees. 


Deposits in India. 


— 

Current accounts 
and money 
payable at call. 

Fixed and 
short deposits. 

1 

Total. 

Non-Indian i 

15 

12 

27 

Indian . • 

19 

20 

39 

Total 

34 

32 

66 


Outstanding loans and overdrafts outside India . . 22 


Loans, cash credits, 
overdrafts and local 

* Advances in India. bills discounted 

(excluding bills of 
exchange). 

Non-Indian ........ 15 

Indian • . . , r * • . . . . 31 

Total 46 

Investments in Government and nther Indian Trustee 

Securities and Indian Treasury Bills . . ^ . 26 

Bills of Exchange in transit to London and elsewhere 

overseas 10 


* Mr. Buckley informs us that these advances are iu connection with the 
export and import trade. 
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It will be seen from the above statement that of the total deposits 
of 66 crores, 27 were from non-Indians and 39 from Indians. 
These deposits were in part utilized in advances which amounted 
to 15 crores to non-Indians and 31 crores to Indians. The balance 
of 20 crores, together with loans and over-drafts from outside 
India amounting to 22 crores were invested mainly in bills in 
transit amounting to 10 crores and in Government and other 
Jndian securities, including treasury bills amounting to 26 crores. 


464. We doubt whether the prevention of the exchange 
banks from receiving deposits from the Indian public would actually 
lead to the growth of indigenous joint-stock banking on sound 
lines. If the indigenous banks require to be protected against 
‘their foreign rivals, it is because at present they lack experience 
and reserves. Both these take time to acquire and the pace can- 
not easily or safely be forced. Nor is it at all certain that by 
’blocking the channels which the public at present prefer, we shall 
the able to force the deposits in the desired direction. The public 
Rre now perfectly free to use their own initiative and discretion 
in choosing repositories for their own money. We are sure that 
in course of time they can be persuaded, for practical as well as 
sentimental reasons, to make their deposits with the Indian banks. 
'This will surely be when the Indian banks have gained experience 
and strengthened their resources, and if seems to us to be 
putting the cart before the horse to attempt to strengthen the 
Indian banks by deflecting the deposits of the public. Incidentally, 
one way of winning greater confidence with their own people would 
be for the Indian joint-stock banks to accumulate adequate reserves 
which would make them immune from the effects of a decline 
in the price of Government securities. 


465. We are aware that the proposal to place restrictions on 
the receipt of deposits by exchange banks in India is sought 
to be justified by the position which obtains in the State of 
New York, where foreign banks cannot establish branches or 
take deposits, but can only open agencies and do restricted 
business. We may point out that this limitation is im- 
posed by a New York State law and not by a Federal law. We 
have been unable to ascertain the reasons that led to the enact- 
ment of the State law which we understand has been in force for 
over a century. We also understand that there has been a pro- 
posal before the State legislature in recent years for the removal 
of the restriction, but that no progress has been macfe so far with 
the proposed legislation. We are not aware of any other country 
or State in the world where the receipt of deposits by foreign banks 
js legally prohibited. 
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466. We give below a comparative table showing the deposits’ 
received by the exchange banks and those received by the Imperial 
Bank of India and the other Indian joint-stock banks : — 


Year. 

Deposits in Lakhs of Rupees. 

Percentage of total 
deposits. 

Exch ange 
Banks. 

Im p e r i a l 
Bank. 

0 . 

*9 CO 

Z a 

1 & 

* 

Total deposits 
of all banks. 

Exchange 

banks. 

Im p e r i a 1 
Bank. 

Joint-st o c k 
Banks, 


Rs. 

Rs. 

Rs. 

Rs. 




1913 (pre-war year) 

31,04 

30,49 

24,10 

91,63 

34 

40 

26 

1919 . 

74,38 

68,21 

61,27 

2,03,84 

36 

33 

31 

1920 . 

74,80 

78,02 

73,48 

2,26,30 

33 

34 

33 

1921 . 

75,20 

65,78 

80,16 

2,21,14 

34 

30 

36 

1922 . 

73,38 

57,01 

65,02 

1,95,41 

38 

29 

33 

1923 . 

68,44 

74,20 

47,69 

1,90,33 

36 

39 

25 

1924 . 

70,63 

76,71 

55,16 

2,02,53 

35 

38 

27 

1925 . 

70,55 

77,83 

! 67,91 

2,06,29 

34 

38 

28 

1926 . 

71,64 

73,90 

63,15 

2,08,59 

34 

35 

31 

1927 . 

68,86 

72,07 

64,30 

2,05,23 

34 

35 

31 

1928 * 

71,14 

71,30 

66,35 

2,08,79 

34 

34 

32 


It will be seen from the above statement that there has practically 
been no change in the respective proportions of banking deposits of 
the Imperial Bank of India, the Indian joint-stock banks and the 
exchange banks during the last ten years and that as compared 
with the pre-war year 1913, the share of the exchange banks has 
hot shown any increase. If the tendency continues unchanged 
in future, any limitation on the receipt of deposits by exchange 
banks seems unnecessary. If, however, it appears at some subse- 
quent date that Indian banking deposits are going into the hands 
of these banks to a greater extent than at present, the reasons for 
the changed development will have fo be investigated. For the 
present, the position in regard to the Indian banks seems to be 
quite satisfactory if it is remembered that during the decade two 
important Indian banks, namely, the Alliance Bank of Simla and. 
the Bengal National Bank, failed. 

467. In our opinion there is one important reason why India 
noould be particularly cautious in taking any action at this stage 
to restrict the operations of foreign banks within her territories. 
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On grounds of sentiment, as well as of a more rapid economic 
development, her intelligentsia are anxious that a substantial 
portion of the business connected with the financing of her foreign 
trade should pass into the hands of national banks. The success- 
ful fulfilment of this natural desire must entail the opening of 
a network of branches of Indian banks at various important centres 
of the world. If. however, India at this stage wants to introduce 
measures restricting the operations of foreign banks within her 
territories, the success of tl*e ideal referred to in the preceding 
sentence is sure to be largely hampered ; for other countries are 
likely to imitate India in the matter of restrictions on the opera- 
tions of foreign banks. Indeed, the retaliation may be directed 
immediately against the operations of Indian banks and bankers 
working in particular localities. It would not be inappropriate in 
this connection to give the following quotation from paragraph 778 
of the report of the Burma Provincial Banking Enquiry Com- 
mittee : — 

“In India proposals have been made for the protection of 
Indian banking, meaning that banks managed by 
Indians should not be subjected to the competition of 
foreign banks. In these proposals the term foreign 
bank includes banks incorporated in the United 
Kingdom and the British Colonies but not European- 
managed or any other banks incorporated in India. 
But (as we have pointed out in paragraphs 8, 69 and 
424) the term India is ordinarily used in Burma so 
as to exclude Burma, and the term indigenous cannot 
be properly applied to the Ohettiyar community in 
Burma. In the event of Burma being politically 
separated from India, banks in Burma which have 
been incorporated in India will thus be as foreign to 
Burma as banks incorporated in England or else- 
where. But we are opposed to protection for the 
present ; we think that in Burma at the present time 
it would be detrimental to the general welfare of the 
country. The agriculture of Lower Burma and much 
of its trade and industry are relying at present upon 
foreign capital/* 

46$. For the reasons given in the preceding paragraphs, we are 
opposed to the suggestion that exchange banks should be prohibited 
from taking deposits in India. In our opinion, such a measure is 
not necessary for the development of banking facilities in India ; 
nor is it desirable at this stage in the wi'der interests of India’s 
development. Further, for similar reasons, we are not in favour 
of limiting the operations of the exchange banks to port towns 
and requiring tRem to close down the inland branches of existing 
banks within a specified period. We think that such a restriction 

m 2 
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may be detrimental to the interests of the merchants engaged in 
the foreign trade of India. The facility of direct connection with 
the foreign exporter and importer is a real advantage to the Indian 
trader and it is not for us to dictate how the Indian exporters 
and importers shall do business in future, especially when such a 
course may involve increased cost to them. We have, however, 
recommended in Chapter XXV that in order to ensure a well- 
ordered development and extension of joint-stock banking in India, 
any bank desiring to open a new branch in India should be required 
to obtain the approval of some authority in India, preferably the 
Reserve Bank, before doing so. That regulation will automatically 
apply to the non-Indian banks also, and to that extent, we have 
no objection to the existing freedom of exchange banks to open 
new branches in the interior being curtailed. Should this curtail- 
ment involve any hardships to the merchants engaged in the 
foreign trade of India, the matter will no doubt be represented 
by them to the Reserve Bank. 

469. As an exception to what we have stated in the preceding 
paragraph, we have no objection to a provision being made in the 
licences to be issued under the proposal made by us in paragraph 
451 to foreign banks with their head offices in the State of New 
York or other countries which limit the operations of foreign banks 
within their territories, imposing similar restrictions on the business 
of such banks. This arrangement would be in accordance with the 
policy of reciprocal treatment advocated by us in that paragraph. 

(iii) Registration of Exchange Banks with Rupee Capital . 

470. It has been suggested to us that foreign banks should not be 
allowed to do business in India until they register themselves under 
the Indian Companies Act with rupee capital and have an Indian 
directorate. This suggestion has in view, among other objects, 
the protection of Indian depositors and the guarding against unfair 
racial discrimination. Some witnesses who made this suggestion 
did not wish to make it a main point, if the protection to deposi- 
tors and Indian interests was ensured in other ways. It has been 
pointed out, on the other hand, that the facilities now offered bv 
exchange banks to Indians and non-Indians engaged in foreign trade 
are as cheap as can be expected, partly as a result of severe com- 
petition and partly on account of the fact that the exchange banks 
have intimate association with the London Money Market and are 
able to get funds from that market at relatively cheap rates. This 
access to the London Money Market is a valuable privilege en- 
joyed bv the non-Indian banks and the history of the National 
Bank of India affords an apt illustration in this connection. The 
head office of this bank was first in Calcutta and the Bank had 
rupee capital. In 1866 its head office was changed to London and 
its rupee capital of about Rs. 32 lakhs was converted into sterling 
of about £500,000, requiring representation of non-Tndian interests 
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on a wider scale. At the time this transfer was made, 4 out of 
the 7 directors of the Bank were Indians. The representatives of 
the exchange banks drew the inference that the directors realized 
that it was advisable in the interests of the Bank to transfer its head 
office to the central market of exchange. If the existing exchange 
banks in India were converted into rupee companies with Indian 
directorates, it is stated that the existing advantages from the pre- 
sent association may be discontinued. This would re-act upon the 
facilities made available by the banks to their customers. 
We are not in favour of this proposal which in our 
opinion would have obvious disadvantages from the point of 
view of access to the London market. While this reason has 
perhaps application to the present moment, we are opposed to the 
proposal on more general grounds. The establishment of a 
Reserve Bank and the progress of Indian banking should go Hand 
in hand. The time may come when the exchange banks will find 
that for some of their Indian business recourse to the Reserve 
Bank is more valuable than recourse to the London market, 
and they would be required from the commencement of the opera- 
tions of the Reserve Bank to keep a deposit with that bank 
equivalent to a prescribed proportion of their liabilities to the 
public in India. We take it that to all intents and purposes the 
Indian branches of exchange banks already work on a rupee basis ; 
and we do* not personally see any banking advantage in the cir- 
cumstances in an Indian registration or a rupee capital. On the 
other hand, there are difficulties in the way of converting the 
exchange hanks into rupee companies under any reasonable 
scheme. When taking over the assets and liabilities of the existing 
banks, the rupee company may be expected to pay for the good- 
will and the cost of this would have ultimately to be home by the 
customers of the new company. Further, the proposal is likely to 
result in the splitting up of existing institutions into smaller 
institutions with reduced capital and reserves. The depositors 
would not in that case have the security of the existing international 
resources of the exchange banks. This would defeat one of the 
main objects of the proposal. 

The real intention behind the proposal seems to be to provide 
in the near future that a majority of shares in the new institution 
should he held by Indians. This is part of a larger question, 
namely, how far any restrictions can be placed on the lawful trading 
activities of non-Tndians in India and cannot properly be settled 
by the Banking Fnquiry Committee. 

471. Some witnesses did not go so far as to suggest that the 
existing banks should be registered under the Indian law. They 
would be satisfied with an Advisory Board to be associated with 
the management of each exchange bank, which would be consulted 
by the latter in all matters like the granting of advances and cash 
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credits. This, it was thought, would remove the existing pre- 
judices against exchange banks and the complaint that the banks 
were not treating Indians in the same way as non-Indians. One 
objection against this proposal is that these Advisory bodies, as 
their name implies, would be merely advisory and that their re- 
commendations would not be binding on the banks. Nevertheless, 
we think that the appointment of local Advisory Boards at each 
branch would help to establish a sympathetic contact between the 
existing non-Indian management of banks and the Indian custo- 
mers; and v r e support the suggestion. 

(iv) Training and Employment of Indians . 

472. At present there is no arrangement by which exchange 
banks take Indians for training and employment. The only 
appointments in these banks, apart from the posts of cashiers, which 
Indians can aspire to are of a clerical character. Increased employ- 
ment and training of Indians has therefore been advocated by 
several witnesses for various reasons : — 

(«) There is a paucity of Indian exchange banks and if 
the existing non-Indian exchange banks help Indians 
to get the necessary training, it will supply India 
with a number of trained men in the held of exchange 
banking which will facilitate the opening of exchange 
banks by Indians. 

(b) The exchange banks have been established in India 
for a long time and have been carrying on their busi- 
ness w T ith the help of Indian deposits, though it is 
true that the banks themselves have at times im- 
ported funds from abroad. Considering the fact that 
they derive a considerable portion of their profits from 
dealings in trade with Indian merchants and from 
Indian deposits, expression has been given to a strong 
feeling by Indian witnesses that these banks should 
give adequate employment to Indians in the higher 
appointments under them. At present, the banks 
import their superior officers from overseas who are 
naturally paid a higher salary than it would be 
necessary to pay Indians locally recruited for 
such service. It would, therefore, be in the 
interest of the banks themselves, as well as 
of the bank’s customers, to reduce their over- 
head charges by replacing highly paid non-Indians 
by Indians who are not so costly. One suggestion 
made is that the exchange banks might follow the 
scheme started by the Imperial Bank of India. 
Other suggestions have also been made demanding 
the fixing of certain percentages for the employment 
of Indians in higher posts. 
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473. The representatives of the exchange banks have # however, 
•contended that it would be difficult to place any restric- 
tions on their choice of officers. Further, the shareholders of these 
institutions also naturally have a right to say to whom the working 
of banks in India should be entrusted. They have pointed out 
that officers in the higher grades of service are men recruited for 
service throughout the world and not merely for service in India, 
and that this circumstance might prove to be a difficulty in the 
way of Indians being; employed in such higher posts. 

474. We are impressed by the fact that though the exchange 
banks have been operating in India for more than half a century 
they have not employed a single Indian in the superior grades 
of their service. It can hardly be contended that the banks have 
been unable during all this time to find even one competent Indian 
who could be entrusted with a superior officer’s position in their 
organization. Even the foreign banking experts have admitted 
the force of the Indian point of view that banking in the hands 
of foreign institutions does not give as much employment to 
Indians as would be the case with purely Indian banks, and they 
have suggested that the policy of training and employing 
Indians should be encouraged by the foreign banks. We recom- 
mend for the consideration of the exchange banks that they should 
have a scheme of probationary assistants on the model of the 
Imperial Bank of India’s scheme and promote to higher posts in 
due course such of them as they find suitable to hold responsible 
positions in the management. While international education and 
experience would be a valuable qualification for all members on the 
staff of these banks, we do not think the introduction of the scheme 
we have proposed is incompatible with business principles or effi- 
•ciency. 


Opening of an Indian Exchange Bank. 

475. We have already referred to the fact that the share 
of Indians in the port-to-pdrt operations connected with the 
financing of India’s foreign trade is very small. Indians attach 
great value to their participation in this field of business and it has 
been a sore point with them that the Imperial Bank of India, which 
is the only Indian bank of standing that can compete with the ex- 
change banks, is debarred by an Act of the Legislature from engag- 
ing in exchange business. The main reason advanced for the pre- 
sent restriction is that foreign exchange business is attended with 
risk and the Imperial Bank of India, so long as it continues to keep 
the Government balances, should not be allowed to take this risk. 
The existence of any undue risk in this direction is, however, 
denied by some witnesses. Another reason, which has been sug- 
gested is that the Imperial Bank of India is holding the balances 
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of the exchange banks and it should not therefore lie allowed ta- 
use these balances to compete with the exchange banks. Although 
the Managing Governor of the Imperial Bank of India stated before 
the Committee that he did not think that the Government of India 
had placed the existing restrictions on that Bank with the 
object of securing an advantage to the exchange banks, witness- 
after witness suggested that the action of the Government of 
India in this matter was a surrender to the unjust demands of 
the foreign institutions to prevent an Indian institution of standing 
from competing in their preserved field. 

476. Several witnesses have suggested to us that the best way ta 
obtain for Indian banks a share in the exchange business is to 
liberate the Imperial Bank of India from its present restriction 
on its doing this business. It has, however, been observed that 
some of the Indian banks that favoured the Imperial Bank’s doing 
exchange business have been actuated by the desire to lessen the 
competition of that Bank in the financing of internal trade. On 
the other hand, some witnesses have suggested that exchange bank- 
ing is a very technical business and that the existing staff of the 
Imperial Bank of Ind.ia is not qualified to handle it. The Managing 
Governor of the Imperial Bank of India admitted that exchange 
banking was technical, blit he thought that given the liberty to- 
do exchange business, the staff of the Bank could soon be trained 1 
for the purpose and that the Bank would be able to establish 
without any difficulty the necessary valuable connection with the 
London Money Market in order to take its place among the ex- 
change banks. 

477. Speaking from the point of view of trade alone, it may 
be said that the facilities available at present for financing India’s 
foreign trade, both imports and exports, are sufficient. But as^ 
already stated the agencies which cater for these needs are all of 
them of non-Indian origin and the few Indian banks which at one 
time or other attempted to engage in exchange business have never 
attained anything like even a partial success. As a result, the* 
Indian importers and exporters have been left with no other alter- 
native than to depend absolutely on the facilities which the foreign 
banks ftiav offer to them. 

478. The extent of a nation’s participation in its foreign trade 
depends considerably on the facilities which the banking system 
gives to its traders. We have already referred to the various cases 
of alleged racial discrimination which almost all the Indian wit- 
nesses, including responsible Chambers of Commerce, placed before 
us. The representatives of the Exchange Banks* Association 
denied the existence of any racial discrimination and asserted that 
credit was impartially available to all customers, Indian or non- 
Indian, according to their financial standing irrespective of 
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nationality. They admitted, however, that through social inter- 
course their higher officials had more opportunities of obtaining 
intimate knowledge of the integrity and the resources of non-Indian 
clients than of Indians. It is impossible for us to come to any 
definite conclusion as to how far the allegations made by the Indian 
witnesses are justified by the actual conditions and practices pre- 
vailing, particularly as even Indian clients are reluctant to disclose 
the full facts connected with their relations with their bankers ; 
Out the fact remains that there is a strong feeling among most 
Indians that foreign banks do discriminate against them. It is not 
unnatural that a foreign bank should endeavour to do as much as 
possible to promote the interests of the nationals of its own country. 
It is for this reason that even after the British banks had become 
well-established, w T e have had the advent of American, French, 
Japanese and Dutch banks in India catering chiefly for their own 
nationals. The fact that non-Britisli foreign banks have entered 
the Indian banking field and have continued working under condi- 
tions and at a time when it is complained that exchange business 
brings little or no profit is conclusive testimony that the import- 
ance of the individual nation’s interests lias outweighed the ques- 
tion of loss, if any, in maintaining the Indian connections. 

479. We have studied with great interest the measures that 
Germany took to increase the participation of German banks in the 
financing of her foreign trade. Some of these measures seem to 
us to be well adapted for India and we shall refer to them in due 
course. We only wish to mention in this connection one of the 
reasons which induced German banks to undertake those measures 
and which in our opinion very aptly illustrates the conditions in 
India. The methods followed by English banks in granting credit 
accommodation for foreign customers, including Germans, were 
considered very conservative and the tendency of both the British 
export merchants and the British overseas banks was to keep down 
the length of credit terms. The conservatism also extended to the 
selection of firms to which credit was given. In both these res- 
pects, namely, the period of credit and the standing of firms, the 
German banks that were created were distinctly more accommoda- 
ting and this assistance enabled German exporting merchants to 
capture trade. The author of the book “Joint Stock Banking in 
Germany” says that — 

“It can hardly be doubted that this credit policy contributed 
to the growth of the German export trade and, judged 
on the whole, as a policy applied to the^ trade of a 
country which came late into the world’s markets, it 
seems to have justified itself by its results. 

480. The history of Japan also furnishes an interesting object 
lesson. In 1880, japan founded a special bank for foreign trade 
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finance, the Yokohama Specie Bank, “with the avowed purpose of 
fostering the overseas trade of Japan.’’* It is now generally 
admitted that “the marvellous expansion of the foreign trade of 
Japan in the past half century owes much to the banking facilities 
afforded by this bank and that as a result of these facilities the 
participation of the Japanese in that trade has increased substan- 
tially. It is possible that the venture may have resulted in a 
considerable amount of financial sacrifice to Japan; but the amount 
of such sacrifice which a country should submit to in order to 
secure lasting advantages to its economic life, and the steps which 
it should take to minimize the sacrifice, are matters for the careful 
consideration of the Government and the public of the country. 

481. After a careful review 7 of the position and of the share taken 
by India, both in carrying on the business of her import and export 
trade and in the provision of banking facilities for such trade, we 
have come to the definite conclusion that it is not desirable that 
India should rely for all time on the facilities afforded by non-Indian 
institutions for the financing of her foreign trade. The financing 
of foreign trade is, however, essentially international, and in so far 
as it involves co-operation between tw 7 o countries, there will always 
inevitably be a considerable foreign element in it. In order that 
India might obtain her legitimate share, both in the sphere of 
banking and of trade, w T e think it is necessary to take action in more 
than one direction. 

482. In the first place, we consider that such of the Indian joint- 
stock banks as are well established should open foreign connections 
useful to their clients. This w T as one of the methods adopted by 
German banks in similar conditions and has much to commend 
itself as it obviates the necessity of opening full-fledged foreign 
branches at greater cost. In our opinion, even this small develop- 
ment should assist the natural growth of the Indian share in India’s 
foreign trade, both directly by the facilities afforded to the custo- 
mers of these banks atid indirectly by providing a further stimulus 
to the foreign banks under the stress of competition to assist the 
Indian merchants to a greater degree. 

483. Tn the second place, we consider that on the establishment 
b? IHe Reserve Bank and the simultaneous withdrawal of the 
restrictions now 7 imposed on the transaction of foreign exchange 
business by the Imperial Bank of India, the latter should be induced 
to take an active share in the financing of India’s foreign trade. 
The agency business which the Imperial Bank of India at present 
transacts for some of the exchange banks, the amount of inland 


♦ Parker Willis and Beckhart : Foreign Banking System*, p. 822. 
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trade finance connected with foreign exports and imports which 
passes through its hands even at present, and the wide area of its 
operations are factors which in our opinion should facilitate the 
successful entry of that bank in the field of foreign trade finance. 
We accordingly recommend that the Reserve Bank should enter 
into a definite arrangement with the Imperial Bank of India for a 
period of five years or such other period as the Reserve Bank may 
consider desirable, by which the Reserve Bank would utilize the 
Imperial Bank as agents wlterever the former has not got a branch 
of its own and the latter has one, on terms to be settled between 
the two banks. When a concession of this kind is given, it would 
not be unreasonable to insist on a preponderance of the national 
element in the institution receiving the concession.* We therefore 
recommend further that the arrangement between the Reserve 
Bank and the Imperial Bank of India should definitely provide 
that during its continuance — 

(1) 75 per cent of the Directors on the Local Boards and 

a majoritv of those on the Central Board, of the 
Imperial Bank should be Indians, and 

(2) no further recruitment of non-Indians to the staff of 

the Imperial Bank of India should be made except in 
special cases and with the approval of the Finance 
Minister of the Government of India. 

Provision (1) is easily understandable, but it may be asked why 
provision (2) is necessary, seeing that the appointment of the staff 
of banks is a matter for the bank’s directorate and the bank’s 
shareholders. Our sole reason for suggesting that provision is the 
complaint of dissatisfaction we have heard from various quarters 
regarding the unsympathetic attitude towards Indians of non-Indian 
officials on the staff of the exchange banks. In fact we have heard 
this complaint to some extent even in regard to the Imperial Bank 
of India itself. 

484. We shall perhaps be justified in devoting some space in 
this connection to a discussion of whether the concession that we 
propose to be given to the Imperial Bank of India in the preceding 
paragraph is really a concession. It is possible to argue that : 
(1) when the Reserve Bank is established, it will not have branches 
at more than three or four places and in order to carry out its 
duties as Government bankers, it will have to use one or other 
of the commercial banks for doing Government treasury business 
as its agent at other places ; (2) that the Imperial Bank of India 
is the only institution in India which has got branches at a large 
number of places where there are Government treasuries, and it 

* Of. Recommendation VI in Part [IT of the Report of the External Capital 
Committee, 1925. 
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will be in the interests of the Reserve Bank itself to entrust its- 
agency functions solely to that bank and (3) that the arrangement 
recommended by us in the preceding paragraph does not therefore 
imply any real concession to the Imperial Bank. While we are 
prepared to admit the force of the reasoning, we do not think that 
it is in the interests of other joint-stock banks in India and of their 
future development that the Imperial Bank of India should have a 
monopoly of this agency business for all time to come. We 
think therefore that the Reserve Bank should have power to make- 
its own arrangements for this agency work either through the 
Imperial Bank of Tndia or any other joint-stock bank which it 
may select. If the Eeserve Bank selects accordingly a number 
of joint-stock hanks for this business, it will entail the loss of 
the privileged position which the Imperial Bank of India enjoys 
at present or would enjoy as the sole agents of the Eeserve Bank. 
The Indian joint-stock banks know full well the value of such a 
privileged position, especially from the point of view of creating 
confidence in the mind of the public and of attracting large 
amounts of cheap deposits. We have said enough to show that 
the arrangement that we have proposed, giving a monopoly of 
agency business, coupled perhaps with liberal terms for carrying 
on this business, should be considered a sufficient inducement by 
the Imperial Bank of India to undertake active financing of India’s 
foreign trade. We would leave it to the Eeserve Bank to make 
the terms of the arrangement sufficiently attractive for the 
achievement of the purpose for which we are recommending it. 

485. If, however, the Reserve Bank finds it impossible to 
arrive at a satisfactory settlement in the matter with the Imperial 
Bank of India, or if the former finds that within the stipulated 
period the Imperial Bank of India is unable to participate actively 
in the financing of India’s foreign trade, we recommend that the 
Gfovernment of the day should take steps to secure the establish- 
ment of an Indian Exchange Bank, We have considered it advis- 
able to make the starting of an Indian Exchange Bank conditional 
on the non-fulfilment by the Imperial Bank of India of Indian 
aspirations in the field of foreign trade finance, as we are averse 
to a new venture being undertaken with assistance from the funds 
of the State until an effort has been made to explore whether 
the same object cannot be achieved through an existing institu- 
tion the building up of which has cost India much time, trouble 
and money. 

486. The lines on which we recommend that the new Indian- 
Exchange Bank should be established are as follows : — 

(1) The capital of the bank should be three crores of rupees. 
It may not be possible to raise this amount all at 
once, but that would not create any insurmountable* 
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difficulty, for as the bank will be able to attract busi- 
ness only by degrees, the acquisition of its capital 
may be spread over a period of, say, three years. 
Of the total sum of three crores, it may be found 
sufficient to call up two crores in the first year and 
another one crore during the next two years. The 
capital of the bank may be increased as and when re- 
quired, particularly when the establishment of foreign 
branches is taken up. The subscription to share 
capital of the new bank should, in the first instance, 
be open to joint-stock banks registered ' in India. 
Such participation in the creation of new banks is 
neither unusual, nor is it a recent development. As 
instances may be mentioned the Deutsche Asiatische 
Bank, British Overseas Bank, Lloyds and National 
Foreign Bank and the recently formed Internationals 
Boden Credit Bank. If the share capital is not fully 
subscribed within a prescribed time, the balance 
which cannot be raised by such subscription should 
be supplied by Government, which should arrange 
gradually to dispose of their holding later to the 
general public. 

(2) So long as Government holds more than 50 per cent, of 

the capital, it should have a predominating voice in 
the appointment of the directors. 

(3) The question of entrusting the work connected with 

Government remittances to a department of the new 
bank working under the control of the Reserve Bank 
should be considered in consultation with the authori- 
ties of the Reserve Bank. There should, however, 
be a clear stipulation that the new bank will not be 
allowed to make a profit on any Government remittance 
purchased by it in the open market in its capacity as 
agent. 

(4) Further details of the scheme will have to be worked out 

in consultation with the Reserve Bank and with due 
regard to the circumstances prevailing at the time of 
the creation of the new Indian Exchange Bank. 

487. Although we have suggested a share capital of Rs. 3 crores 
with Rs. 2 crores initially paid up, w T e think the Bank w’ould re- 
quire further working capital of a considerable amount. It would 
not immediately be able to attract deposits from the public which 
can only come by the confidence created in the minds of the latter 
by its sound working and management. In the meantime we 
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think that the Bank will have to depend to a great extent on the 
facilities afforded by the Reserve Bank for financial accommodation 
based on its portfolio of export and import bills. We observe that 
on page 262 of his “Organization of Indian Banking” Thakur re- 
commends a capital of Rs. 10 crores for such a bank, of which 
one-half should be paid up initially. Thakur does not give any 
detailed calculation in support of his figure, but he states as 
follows : — 

“In order that the representative Exchange Bank of the 
country should command requisite confidence in the 
outside world, which is so essential for its successful 
working, w T e have recommended such a large capital. 
The bank will need deposits and discounting facilities 
in foreign countries and they will not be forthcoming 
to the extent desired and necessary, unless there i& 
sufficiently large capital at its back. If } however, 
the figure of Rs. 10 crores is considered too high it 
may be reduced to Rs. 7J or Rs. 5 crores.” 

We also note that the initial capital provided for the Yokohama 
Specie Bank was 3 million yen at a time when the total foreign 
trade of Japan was about 82 million yen; and that with a total 
foreign trade of over 4,000 million yen its present capital stands 
at 100 million yen while it holds 20 million yen on a quasi- 
permanent loan account from the Bank of Japan at a special low 
rate of 2 per cent. We recognize that with the establishment 
of the Reserve Bank the considerations mentioned by Thakur for 
providing the new Indian bank with a larger capital will lose some 
force ; but we have little doubt that the bank with a share capital 
of Rs. 2 or Rs. 3 crores will fail to secure a material share of 
the foreign exchange business of India unless it received financial 
accommodation in other directions from the Reserve Bank. We 
would leave it to the Government of the day, if and when they 
decide to take action on our recommendations iji this particular 
matter, to settle an adequate amount of capital for the new bank 
in consultation with the Reserve Bank, and after careful considera- 
tion of the financial accommodation which the latter may agree 
to provide for the former. 

488. It has been suggested to us that the existing exchange 
banks are so well entrenched in their present position that in order 
to give the new bank some chance of competing with those institu- 
tions it is necessary to give it a position and prestige by giving it 
the sole monopoly of Government remittances. The idea underlying 
the suggestion is that the new Indian Exchange Bank would be able 
to sell to Government all the sterling resources in its hands and the 
other exchange banks which now sell exchange to Government 
woulTl have to do it to the new Indian Exchange Bank. 
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We have discussed this question carefully with the foreign 
banking experts and we agree with them that there are various objec- 
tions to the proposal as put in this form. Firstly $ it will be the 
primary task of the Reserve Bank, when it is established, to main- 
tain the stability of the international value of the rupee. For thi& 
purpose, and for the purpose of keeping the Secretary of State in 
funds, it will be constantly in the market buying sterling exchange. 
It will, however, have to conduct its operations in such a way as 
not to upset the market and it is not inconceivable that occasions 
may arise when instead of going into the market, it will have to 
depend on its accumulated holdings of foreign exchange to supply 
the Secretary of State with funds. Partly because it is difficult to 
distinguish the Reserve Bank’s remittance operations on behalf of 
Government and its operations for currency purposes, and partly 
because the considerations which would govern the operations of 
the Indian Exchange Bank in the exchange market would be 
entirely different from those that would govern the Reserve Bank r 
we find it difficult to support the proposal to give the new Indian 
Exchange Bank a monopoly of Government remittance. Secondly 
we do not think that the Indian Exchange Bank would be able 
to secure the full amount of Government remittance as cheaply as^ 
the Reserve Bank. It will have to depend upon its competitors for 
enabling it to complete a major portion of the remittance program- 
me of Government, and we cannot say whether the existing ex- 
change banks will not force the rates against the Indian Exchange 
Bank and thereby against the Government and the tax-paver. 
While the Reserve Bank will be fully armed to deal with such a 
situation, should it arise, the Indian Exchange Bank will be 
powerless to cope with it. Moreover the Indian Exchange Bank 
itself which will , after all, be a shareholders’ bank might legiti- 
mately charge the Reserve Bank some commission on its business* 
even if it did not try to make a profit. 

The specific proposal that we have made in this connection 
meets, in our opinion, all these difficulties. By making the new* 
Exchange Bank merely an agent of the Reserve Bank and giving 
the latter full control over the remittance operations and by provi- 
ding that the new Bank should not make a profit on any remittances 
which it makes as the agent of the Reserve Bank, we have purged 
the scheme of its inherent drawbacks and bestowed on the new 
Bank a unique and privileged position. 

We understand that the Yokohama Specie Bank and the 
Bank of Japan afford an interesting parallel in this connection. 
The Bank of Japan, we are told, entrusts all its foreign exchange 
operations to the Yokohama Specie Bank. We have, however, 
no accurate information about the extent of this foreign exchange 
business, the precise nature of the arrangements in force, or the 
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degree of success which has attended this scheme. Of one thing, 
.however, w T e are clear, namely, that the introduction of a system of 
dual control over exchange operations is definitely to be avoided 
when starting a Reserve Bank. 

489. From what we have stated above, it will be seen that it is 
our intention that the new Indian Exchange Bank should not be 
started until after the Reserve Bank has come into existence and 
until after the scheme of parficipation of the Imperial Bank of 
India in the financing of foreign trade has been tried and found 
wanting. It has been suggested that the Reserve Bank may take 
a long time to come into being and that any avoidable delay in 
creating the new Indian Exchange Bank will only strengthen 
the chain that hold India dependent upon the foreign banks. 
We are unable to appreciate this suggestion. We can by no 
means agree that the delay in bringing the new Indian institution 
into existence caused by the delay in the inauguration of the 
Reserve Bank can he avoided, for we have shown that, in our 
opinion, the new Indian Exchange Bank cannot take its proper 
place among the exchange banks in India without the advice and 
assistance of the Reserve Bank. On the other hand, we have made 
it quite clear that what India wants for a sound development of 
her banking system is the immediate establishment of the Reserve 
Bank. We cannot obviously subscribe to any suggestion which 
assumes the contingency that the establishment of the Reserve 
Bank may be delayed, nor can we agree that any othe** banking 
measure is more urgent and imperative than the one to establish a 
sound and strong central banking institution. 

Creation of “Joint” Banks. 

490. A suggestion was made by some of our colleagues at a late 
stage of our deliberations that the real and permanent solution of 
the problem of financing India’s foreign trade, both from an 
economic and from the national standpoint, i 3 the creation of 
“joint” banks, in which the controlling interest w r ould be a part- 
nership on equal terms between Indians and Europeans, or mem- 
bers of other countries w T ith which we carry on our foreign trade. 
One of the main objections to the existing exchange banks is that 
they are foreign, and the proposal to enforce registration 
as rupee companies is an attempt to Indianize these foreign 
institutions with a view to removing one of the causes of ill-feeling 
between the Indian mercantile community and these banks. It 
was pointed out however that the mere idea of foreign trade implies 
two parties, one Indian and the other foreign, and it is not to the 
interest of either that either should have a dominating voice in 
the financing of the business. In so far as the trade is mutual 
and involves co-operation, so should the financing of the trade. 
With this object in view, it was suggested that banks might be 
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formed by mutual arrangement between India and the principal 
countries with which she trades in which the rupee capital would 
be furnished by Indians, and the foreign capital by the partner 
abroad, the control and establishment being under joint supervi- 
sion, and the profits realized from the business being shared be- 
tween the parties. 

491. The- idea of joint banks in the sphere of international 
trade, which postulates co-operation and good-will among nations 
trading with each other, is a valuable one. It brings out, in the 
special field of banking, the basic fact of the economic life of 
nations, namely, economic solidarity, which is apt to be lost sight 
of when economic affairs are deliberated upon in an atmosphere of 
isolation, the fact being that economic welfare is interdependent 
and should be regarded from that point of view. This fact is 
strikingly brought out in the distress which has been caused 
by the world-wide economic blizzard. It may not be possible to 
make an immediate advance in the direction of joint banks in 
these times of widespread depression in business, but there is no 
reason why they should not be a success when prosperity returns. 
Apart from the service which they may render to trade, they are 
certain to promote international co-operation and to eliminate 
many causes giving rise to misunderstandings and friction. 

492. A variant of the scheme based on the same principle of 
co-operation was also suggested ; but no clear cut proposals were 
placed before us and we can only indicate the lines on which bene- 
ficial action might be taken, if practical bankers in India and 
abroad would consider the development of mutual advantage. It 
has been maintained that owing to the cut-throat competition of 
recent years both in internal and external trade, there has been an 
increasing tendency for joint-stock banks and exchange banks 
to endeavour to poach on each other’s preserves in the struggle 
for fresh business. It is therefore suggested that joint-stock banks 
and foreign banks Bhould endeavour to find some method of affilia- 
tion or amalgamation, which would result in co-operation instead 
of competition, and would at the same time avoid the undesirable, 
criticism that either party was aiming at confiscation, absorption 
or domination. Reference has already been made to acquisition 
of Indian banks by foreign banks and its effect on national 
sentiment. What, however, is aimed a^ in the idea under 
consideration is an affiliation under which each party might hold 
an equal interest in the other, and the two institutions would work 
together not merely as agents or as formal shareholders in each 
others’ concerns, but as one concern being directed and run for 
the interest of both ; with free interchange of expert staff, full and 
frank consultations as regards policy, and a generally recognized 
mutual responsibility for each other’s well-being. 


x 
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In a matter of this nature it is obviously impossible to suggest 
any form of compulsion or legislation ; the matter is primarily one 
for shareholders and directorates. We feel however that if “joint” 
banks on the above lines could be evolved out of existing institu- 
tions the result would be advantageous not only for the institutions 
concerned, but also for the country as a whole. 

Points of difference between us and the Foreign Experts. 

493. Before concluding this chapter we should refer to that part 
of the report of the foreign experts which deals with the financing 
of foreign trade. The report is based upon the provisional conclu- 
sions communicated to them at an early stage of our final delibera- 
tions, which differ considerably from the final scheme as developed 
in the preceding paragraphs. We have taken into account all the 
considerations urged by the foreign experts and the scheme as 
finally embodied in this chapter meets, in our opinion, mo3t of 
the criticism levelled against the original scheme. There, however, 
still remains one essential point of difference. While the foreign 
experts say that they cannot concern themselves with the ambi- 
tions or desires of a political or nationalistic character, we our- 
selves feel that we should be failing in our duty if in addition 
to discussing the problem from the point of view of the present- 
day requirements of trade only we did not also give due consi- 
deration to wider economic issues like those referred to in paragraphs 
479 and 480. Our published discussions with the foreign experts 
and the economic literature of other countries will show that 
national ambitions and desires have indeed played a very great 
part in the shaping of policies of these countries in varied spheres 
of life. This essential difference in our view-points accounts for 
the experts not advocating any Government assistance to the new 
Indian Exchange Bank in any circumstances. We on our part 
are convinced that if the attempts to obtain the whole of the share 
capital of the new Bank from Indian joint-stock banks do not 
prove successful, there is nothing inherently wrong in the State 
providing the balance of the capital with the intention of disposing 
of it to the public as soon as circumstances permit, if it agrees 
with us that such assistance will be in the best interest of the 
economic advancement of the country. 

494. In view of the importance of the problems discussed in 
this chapter we may now briefly summarize our recommendations 
as follows : # 

(i) There are certain directions in which the existing 
mechanism of foreign trade finance may be improved, 
such as encouragement of Indian insurance com- 
panies, grant of equal facilities to Indian and non- 
Indian traders and training and employment of 
Indians by exchange banks. We have made our 
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recommendations in regard to these matters in para- 
graphs 445, 471 and 474. In our opinion the best way 
to implement these recommendations is for the 
Government of India to arrange for a convention with 
the exchange banks. 

(ii) Steps should also be taken to secure for Indians a larger 
share in the financing of the. foreign trade of their 
country. We suggest that the first steps should be 
in the direction of using existing Indian institutions 
for this purpose. Our recommendations in regard to 
the joint-stock banks other than the Imperial Bank 
of India are contained in paragraph 482. We hope 
that joint-stock banks may be persuaded to increase 
their activities in this field by their own self-interest. 
As regards the Imperial Bank of India, we have sug- 
gested certain valuable inducements on certain condi- 
tions in paragraph 488. 

(ijj) Tf the attempts to secure for Indians their legitimate 
share of foreign trade finance by using existing 
machinery are not crowned with success, we have 
no hesitation in recommending the establishment of 
a new Indian Exchange Bank with the facilities and 
privileges required for guaranteeing the success of the 
new institution. 

<iv) We have also suggested in paragraphs 490 to 492 that 
the question of establishment of “joint” banks 
may usefully be explored fully by the parties con- 
cerned. 

Difference of opinion within the Committee. 

495. Those of us who have subscribed to the viewu and recom- 
mendations in this chapter desire to add the following observations 
on the dissenting minutes signed respectively by six of our 
colleagues and by Mr, Sarker so far as they relate to the subject 
•of the financing of foreign trade. Our colleagues differ from us (i) 
in the analysis of the present position and (ii) in the recommenda- 
tions made to meet it. 

I. — Minute of Six dissenting members. 

(i) Analysis of the present position. 

496. In paragraph 477 of our report wc have stated our conclu- 
sion that the facilities available at present for financing India’s 
foreign trade are sufficient. By this we meant that the existing 
banks give merchants all the assistance required to finance this 
trade provided the merchants are of good reputation and possess 
means in a reasonable proportion to the trade that they do. The 

x 8 
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authors of the dissenting minute justify their dissent from this 
conclusion on two grounds : — 

(1) the direct evidence of Indian commercial bodies; and 

(2) the indirect evidence from a comparison of the share of 

Indians and non-Indians in the external trade of 
India. 

497. As regards (1) they admit that many of the witnesses, 
were not prepared to give details of their grievances for formal 
submission to the Committee. While we can appreciate tho 
reluctance of witnesses to substantiate the charge publicly before 
the Committee, we find it hard to accept these charges when the- 
witnesses were unwilling to supply information even confiden- 
tially and when it was thus not possible for us to pursue the* 
matter further.* 

498. In contrast to these charges of racial discrimination, 
we have the authority of certain other witnesses and some Pro- 
vincial Committees that the facilities are adequate. For example, 
the Bombay Provincial Banking Enquiry Committee report that 
in regard to imports “the existence of the Port Trust warehouses, 
coupled with that of the well-organized system of credit given by 
exchange banks and importing houses, has resulted in the adequate 
financing of the trade in imported goods and there does not seem* 
to be any demand for greater facilities. * ' Again, in regard to ex- 
port bills, even the Indian Chamber of Commerce, Calcutta, on 
whose evidence the dissenting minute is mainly based, admit that 
there is a great competition among the exchange banks for 
securing such bills. The Chamber, however, pointed out a num- 
ber of directions in which Indian exporters and importers were* 
experiencing difficulties. We have dealt with these complaints 
fully in paragraphs 439 to 446 of our Report. The representatives 
of the Exchange Banks’ Association, who appeared before us and 
with whom we had a long and frank discussion in camera , ob- 
served that some of the complaints were brought to their notice 
for the first time and could have been easily and quickly remedied 
if they had been brought to their notice earlier. (Question No. 
3460. Oral Evidence.) In fact in several instances the Exchange* 
Banks’ Association have already taken action, such as the pub- 
lication of the rules of the Association, the levelling down of the 
penalty rate in Calcutta for the late fulfilment of contracts, the 
reduction of the rate of interest on import bills from 6 to 5 per 
cent and the issue of instructions for giving more liberal support 
to Indian insurance companies. In these circumstances we cannot 
but adhere to the conclusion recorded by us as to the adequacy of 
the existing facilities. We understand that our six colleagues who 

• Pleas© see questiou 1239 et seg., Volume of Oral Evideuoe. 
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Iiave signed the dissenting minute had no information about the 
reduction in the rate to 5 per cent which was communicated by 
one of our colleagues to the members of the Committee who have 
subscribed to the views in this chapter, only at the time when 
they were considering that dissenting minute. 

499. As regards the indirect evidence from the share of the 
Indians in the foreign trade of India, the authors of the dissenting 
minute refer to the figures furnished to us by the Indian Chamber 
of Commerce, Calcutta, and the Exchange Banks’ Association. 
It is pointed out in the dissenting minute that the figures fur- 
nished by the Indian Chamber are based on official and private 
publications. The Secretary of the Chamber has added in his 
letter forwarding the estimate that the figures relating to articles 
of trade other than jute and cotton have been verified by personal 
'enquiries from the people in the trade. We should like to observe 
in this connection that in paragraph 5 of his note relating to this 
chapter, Mr. Sarker states that from the enquiries which he has 
been able to make, he is inclined to believe that the actual propor- 
tion is about 20 per cent. We have also recently been furnished 
with another estimate based on the customs returns for the Port 
of Calcutta which shows the share of the foreign trade of Calcutta 
in the hands of Indians to be 30 per cent. The fact that the 
proportion is different in the different estimates supports our con- 
clusion that no reliable judgment can be based on those estimates 
without further investigation. As stated in paragraph 437 of our 
Report, it has not been possible for us to verify the figures given 
either by the Indian Chamber of Commerce or by the Exchange 
Banks’ Association ; we have ourselves pointed out the obvious 
drawbacks of the estimate furnished by the Exchange Banks’ 
Association; but we cannot, in fairness to ourselves, accept any 
estimate as correct “in the absence of a more accurate estimate”. 
<Para. 7 of the dissenting minute). 

500. In paragraphs 5, 6 and 8 of their dissenting minute our 
•colleagues have made an incursion into the history of commercial 
intercourse of India with other nations. Neither the author >vhom 
they quote in paragraph 5 nor their own observations in paragraph 
*8 set out the historial facts in their proper perspective. We do not 
propose to deal with this part of the minute as it is not necessary 
for our purpose. We only desire to make a passing reference to 
the inconsistency in the statements made in paragraphs 5 and 8. 
Our colleagues state that of the two causes of the initial concentra- 
tion of foreign trade in the hands of non-nationals, the concentra- 
tion of foreign trade finance in the hands of banks controlled and 
run by non-nationals has played the more important part. The 
author whom they quote in paragraph 5 is of the opinion that 
“almost the entire foreign trade had passed into the hands of 
Europeans when European banks came to be established.” If the 
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foreign trade of India had already passed over into non-national 
hands, there was obviously nothing further left for the non-national 
banks to do to bring about such a transfer. The authority quoted 
by our colleagues and the statement that they themselves make 
are in conflict with each other. The reasons why the Indians did 
not possess any share of the foreign trade with Europe after the 
Western powers, successively the Portuguese, the Dutch and the 
English, had acquired the mastery of the seas are well-known facts 
of history and we do not propose to dilate on them. 

501. Our colleagues infer that the small percentage of Indians' 
share in the foreign trade of India is due to the financing of their 
trade being the monopoly of the non-national banks. We are not 
prepared fully to subscribe to this view as we have no doubt that 
there are other factors which play a more important part in the 
situation. At the same time, we have admitted in paragraph 478 
of our report that it is not unnatural that a foreign bank should 
endeavour to do as much as possible to promote the interests of 
the nationals of its own country. It is exactly for this reason that 
we have come to the conclusion that it is not desirable that India 
should rely for all times on the facilities afforded by non-Indian 
banks for the financing of her foreign trade. We have quoted in 
this connection from Professor Barrett Whale’s book “Joint-Stock 
Banking” and pointed out how national banks can give extra- 
liberal facilities to merchants and firms of their own nationals, 
both in the matter of the period of credit and the selection of 
firms. In fact the author of the book traces the growth of 
Germany’s export trade to the adoption of snch a liberal credit 
policy by the German credit banks. 

502. Our colleagues refer to the exchange banks’ demand from 
merchants of audited balance-sheets of the latter’s financial posi- 
tion. We do not think that it is correct to say that the exchange 
banks insist on their clients furnishing balance-sheets audited by 
auditors approved by the bank. The representatives of the 
exchange banks have definitely stated that it is only in cases 
where the banks are unable to ascertain even approximately the 
financial status of a merchant that the latter finds any difficulty 
m securing the accommodation that he needs. They have added 
that merchants and firms who maintain regular accounts and are 
willing to publish their balance-sheets duly audited find very little 
difficulty in getting the accommodation which the latter require. 
They did not lay any emphasis on the balance-sheets being audited 
by qualified chartered accountants. They only wanted the 
accounts to be audited by accountants who were on the approved 
list of Government. In fact this matter was cleared up in the 
oral examination of witnesses by two of the members who have 
signed the dissenting minute (Questions 3081 and 3082). We 
wish further to add lha* the exchange banks do not insist on 
balance-sheets in all cases, 
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503. Our colleagues refer to the invaluable assistance rendered 
by banks engaged in the financing of export trade in other coun- 
tries in the matter of supplying their customers with information 
regarding foreign markets and prevailing prices, and observe that 
the lack of similar facilities in India is due to the non-Indian 
character of the banks engaged in the financing of foreign trade. 
It is true we have referred to this complaint in paragraph 268, 
but we are not conversant with the practice in other countries nor 
are we aware whether merchants and firms rely upon this assist- 
ance in their foreign trade business without any supplemental 
assistance from other sources. In any case the lack of such- 
assistance in India if detrimental to those engaged in foreign trade- 
will affect non-nationals much more than nationals, and one would 
have expected complaints to have been forthcoming from repre- 
sentatives of the former. We have recommended the establish- 
ment of marketing boards in various provinces and it will be one 
of their functions to obtain and publish information regarding 
foreign markets and foreign prices. We cannot say how far banks 
can usefully add to the service rendered by marketing boards in 
this direction. 

504. Our colleagues have referred to foreign banks monopolis- 
ing the best medium for banking investments, namely trade bills, 
and leaving to Indian joint-stock banks only such investments as 
those on landed property or on short-period advances against raw 
material in the mofussii during the period of the marketing of the 
crops. We are constrained to draw attention to the inconsistency 
in the argument of our colleagues. When the question of reviving 
the indigenous banker was considered by us, they agreed that with 
the revival of the indigenous banker, conditions for the extension 
of the bill-market will be created and the indigenous banker whose 
knowledge of local and trade conditions must form the basis of good 
bills would provide the commercial banks and the Reserve Bank 
with a gradually increasing number of genuine bills. In fact it 
has been pointed out by the authors of the dissenting minute that 
the volume of internal trade is as much as Rs. 9,000 crores ; and if 
a bill-market securely based on this enormous volume of internal 
trade of the country developed, we think that that would give to 
the indigenous banker and the commercial banks in the country a 
safe, adequate and liquid form of investment. We have pointed 
out in Chapter XIII that the existing methods of marketing finance 
are undeveloped and that the replacement of cash and open account 
credit system by bills is a reform which is most urgently called for. 
We think, therefore, that if instead of directing the attention of 
the Indian joint-stock banks and the indigenous bankers* to the 
field of foreign trade finance which is already well organized, their 
efforts were directed to the development^ and organization of inter- 
nal trade finance, great, and lasting benefit would accrue to the 
country. 
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505. Our colleagues have referred to the introduction of rupee 
import bills. We have already dealt with this subject fully in 
this chapter of our report. We should add that the rate of 
interest on import bills has recently been reduced to 5 per cent. 
We should not pass unnoticed the statement in paragraph ‘22 of 
the dissenting minute that “even though bills could be discounted 
m the Indian money market at under 6 per cent the Indian im- 
porter must finance his imports at a rate of interest, the minimum 
of which is 6 per cent ”, This is hardly correct. The exchange 
banks do not insist on retaining the import bills in their portfolio 
till maturity nor do they force the importers to continue to pay 6 
per cent when accommodation is available locally at lower rates. 
The Indian importer is always at liberty to retire the import hills 
before due date and if he prefers the 6 per cent rate under the 
interest clause (now 5 per cent) to repayment by loans raised 
locally, it is because in the majority of cases even the 6 per cent 
rate is more advantageous than what lie would obtain from the 
Indian money market. 


(ii) Recommendations . 

506. Our colleagues see no reason to suppose that the attitude 
of the Imperial Bank of India towards Indians would be more 
sympathetic than that of the foreign exchange banks and they 
therefore do not feel it would be a satisfactory solution of the 
problem to induce the Imperial Bank of India to take to foreign 
exchange business on the conditions stipulated by us. We do not 
think it is necessary to repeat the arguments which we have given 
in paragraphs 483 and 485 as to the desirability of utilizing the exis- 
ting machinery of the Imperial Bank for achieving the object 
which both the authors of the dissenting minute and ourselves 
have in view. One of the conditions which we wish to impose on 
the Imperial Bank of India under our proposals is that 75 per 
cent of the directors on the local boards and a majority of the 
directors on the Central Board should be Indians. This recom- 
mendation, which is in accordance with the recommendations of 
the External Capital Committee, coupled with the increasing 
Indianization of the staff, is in our opinion, bound to result in 
provision of larger facilities to Indians engaged in the foreign trade. 
Moreover, we have no doubt that with the grant to India of a 
fuller measure of self-government both the Imperial Bank of India 
and the foreign exchange banks will make themselves more accom- 
modating to the interests of Indians even if Indians may have any 
legitimate complaints in this respect at present. If for any reason 
it is found impossible to use the machinery of the Imperial Bank 
of Ind ; a to fulfil Indian aspirations in the field of foreign trade 
finance, we definitelv recommend that a new Indian Exchange 
Bank should be started. 
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507. Our dissenting colleagues desire that the State should 
initially subscribe the share capital of the new Indian Exchange 
Bank. In other parts of our report we have recommended that 
the State should actively help in the establishment of various ins- 
titutions which, in our opinion, are more urgently necessary than 
a new Indian Exchange Bank. We would draw special attention 
to our assumption regarding the establishment of the Reserve Bank 
as early as possible with capital provided by the State. That insti- 
tution is the first pre-requisite for the reorganization and deve- 
lopment of Indian banking and is urgently required in order to 
make increased banking facilities available to agriculture, at pre- 
sent the main industry of India. The imposition of an obligation 
on the Government immediately to start the State Exchange Bank 
in advance of the Reserve Bank may weaken the power of Gov- 
ernment to provide the capital required for the Reserve Bank. 
AVe do not, therefore, think it will be wise to delay action in these 
other directions by insisting on the provision of State capital for 
the purpose of the new Exchange Bank. Further, the object of 
creating a new Exchange Bank is to get for Indians not only a 
greater share of the foreign trade but also a greater share of the 
financing of such trade. We have already observed that a lew 
of the existing Indian joint-stock banks are taking a part — though 
an inconsiderable part — in this finance. For example, the Central 
Bank of India in 1930 had a turnover of about <£1£ million in 
foreign exchange and it is not unlikely that, left to itself, that bank 
will be able to develop its business within the next few years to 
a greater extent.* We, therefore, think it inadvisable to create a 
State Exchange Bank which would add to the difficulties of the 
existing joint-stock banks and thereby lessen their chances of 
taking their proper place in the financing of India’s foreign trade. 
Our colleagues have themselves admitted that in actual practice 
very few hard and fast rules can be laid down demarcating the 
dividing line between the field reserved for internal trade and that 
for foreign trade * We are quite sure that the new Indian 
Exchange Bank, if it is to be a success, would find it necessary 
to give its clients a direct connection from the interior with the 
foreign importer or exporter. This would involve competition with 
the existing banks and in order to avoid this competition, our sug- 
gestion that the Indian joint-stock banks should first be asked to 
subscribe to the capital of the new Bank is justified. The ne^ 
Bank formed according to our plan would be able to use its mem- 
ber banks for financing the portion of the trade from the ports to tfie 
interior and even if it had to enter into the field of internal trade 
financing, the profits from this business would accrue to the Indian 
joint-stock banks and the entry into that business would not there- 
fore be resented as creating unfair and unhealthy competition. 

♦ “ The Tata Industrial Bank • . . did as much exchange business as any 
exchange bank in India during the first few years of its life.*' Sinha’s “ Early 
European Banking in India '% pa?e 220. 
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508. Holding as we do, along with the authors of the dissen- 
ting minute, that the national aspiration to secure for Indians an 
increasing share of the financing of India’s foreign trade is quite 
legitimate, we have no hesitation in recommending that if the 
joint-stock banks are unable to put up the capital required by 
the new Exchange Bank, and by that time have also been unable 
to satisfy Indian aspirations in this connection, the State must 
step in with all its power and influence to make the new Bank a 
success. We do not, however, anticipate that such a contingency 
will arise as we are sure that the Indian joint-stock banks will 
realize their responsibility in this matter. 

50 9. The authors of the dissenting minute justify the creation 
of a State Exchange Bank on the ground that it will provide a 
suitable institution to handle the remittance operations of the Gov- 
ernment. They add that the large amounts of remittance which 
Government have annually to make abroad necessitate the start- 
ing of an institution for such remittances. We cannot see the force 
of their argument in this matter. Even if the State Exchange 
Bank be started, it will not be in a position to provide the sterling 
resources required by Government for meeting their charges in 
England. Wo understand that one difficulty with the Indian joint- 
stock banks which are now operating in the exchange field is that 
Their share of the import bills is greater than their share of the 
export hills. Unless the new Bank that our colleagues propose is- 
able to oust all the existing banks from the field of foreign trade 
finance, we cannot see how the new Bank will be able to supply 
Government with the amount of remittances required without 
going to the other banks for a major portion of tlieir sterling funds 
abroad. The reason why wc recommend that the Reserve Bank 
should consider using the new Indian Exchange Bank as its agent 
for making remittance operations is that the arrangement will give 
the new Bank a prestige in the Indian banking system, which, 
with the other facilities recommended by us, such as the provision 
of rediscount privileges by the Reserve Bank, will enable the new 
Bank to compete with the existing exchange banks. 

510. We do not understand the reference to the profits of the 
East India Company arising from the reservation of foreign ex- 
change business to itself and the suggestion that the State should 
take over that business today. The position of the East India 
Company was entirely different from that of the present Govern- 
ment. The former was a trading body and as such could use the 
sterling resources at its disposal arising out of its trade for meeting 
its sterling requirements to defray the charges of the Government 
in England. The Government is no longer a trading body and it 
passes our comprehension how it would be able, through the State 
Exchange Bank, to find the sterling wherewith to meet its require- 
ments in England. 
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511. Our colleagues say that we entertain the apprehension that 
the foreign exchange banks will put up a very severe competition 
against the Indian Exchange Bank and prevent it from carrying 
on its normal operations. We cannot trace anything in the report 
which can have given them this impression. Our object in bestow- 
ing on the new Bank certain privileges is to create confidence in 
the minds of the public and to direct the foreign trade business 
to the new institution. In this connection we should like to refer 
to paragraph 45 of Mr. Barker’s dissenting minute on this- 
chapter. 


512. Our colleagues have referred to the arguments in paragraph 
4(S8 of our Report against giving the new Exchange Bank a mono- 
poly of Government remittance free from any control from the 
Reserve Bank. This argument had reference to a proposal that 
had been made at one stage of our deliberations and we do not 
see any point in the reference of our colleagues to this argument,, 
when by making even their new Exchange Bank an agent of the 
Reserve Bank in the matter of remittance operations and by pro- 
viding that the Bank should not do this business for profit they 
have accepted the conclusion in the paragraph of our report referred 
to above, in support of which these Arguments were adduced by 
us. 


513. Our colleagues state that we admit that the Yokohama 
Specie Bank furnishes an interesting parallel in connection with 
the question of the relation between the State Exchange Bank and 
the Reserve Bank in regard to the remittance operations. We have 
made no such admission and in fact, from a recent book, which we 
have had an opportunity to study, we do not think that the 
Yokohama Specie Bank furnishes any guidance in the matter. 
The balance of trade in merchandise in Japan has generally been, 


adverse as 

damn by the 

following figure. 

_,-v . 

(In million* 

1919 

• • 



• • 1 

—74 

1920 

• • 




— 3S8 

1921 

• ♦ 



• • • 

• —361 

1922 




• i i 

. —253 

1923 

• • 



• • • 

—534 

1924 

• • 



• • • 

—646 

1925 

, , 




—267 


With the balance of trade unfavourable against Japan, we do not 
see how the question of either the Yokohama Specie Bank or any 
other exchange bank in Japan helping the Government of Japan ii> 
their remittance programme arises. 


♦ “ Problems of Japanese Exchange, 1914-26,” by Inouye, page 22 3, 
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514. Our colleagues desire that the new Exchange Bank should 
he started immediately without waiting for the establishment of the 
Reserve Bank. They admit that the new Bank would require 
further resources besides its share capital and that these resources 
may be found partly from deposits from the public and partly 
through advances from the Government. They have agreed with 
us in connection with the provincial industrial corporations that 
an institution working with special patronage from Government 
should not compete with private agencies to whoso development 
in the future all of us are looking forward. We cannot, therefore, 
appreciate the satisfaction with which they anticipate the attrac- 
tion of a large amount of deposits from the public by their State 
Exchange Bank in competition with existing joint-stock banks. 
As regards Government, through the Currency Department, pro- 
viding additional working capital for the new institution by dis- 
counting import and export bills, this will surely lead to the 
addition of one more agency for the supply of currency in this 
country, when the present dual agency for controlling currency and 
^credit is already a matter for standing criticism. We are, there- 
fore, convinced that the establishment of a Reserve Bank is abso- 
lutely essential before any scheme for the creation of an Indian 
Exchange Bank is contemplated. We further hope, as already 
pointed out in paragraph 48b of our Report, that the full details of 
‘the scheme for a national institution of the kind we have in view 
would he worked out in consultation with the Reserve Bank, 
which established on the basis which we contemplate in paragraph 
606 will he in the best position to give the most disinterested and 
valuable advice in the matter to the Government of the day. 

515. Our colleagues have referred to the existence of two money 
markets in India at the present day and suggest the entry of Indians 
into the field of the financing of foreign trade as a solution for 
unifying the two money markets. We have referred to this sub- 
ject in paragraph 578 of our Report wherein we have indicated the 
proper solution for the unification of the markets. That solution 
is not for all the existing institutions to compete in order to cap- 
ture the comparatively small amount of bills that now exist in the 
foreign trade business but to develop, on a large scale which 
India’s internal trade justifies, an expanded bill business which 
would m ah e it easy for capital to flow from one market to the 
•other and thereby level down all existing differences and finally 
lead to the abolition of two separate markets in India. 

516. Our colleagues differ materially from us in recommending 
that the new Exchange Bank should be started immediately irres- 
pective of the establishment of the Reserve Bank. As already 
pointed out, there are various other recommendations of an urgent 
•character like the development of agricultural bills, with the resul- 
tant inciease in hanking facilities available to agriculture, which 
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are wholly dependent on the establishment of a Reserve Bank, In 
paragraph 48 of the note of dissent, our colleagues have said that, 
the reason why they have thought it fit to single out the finance 
of foreign trade for special treatment involving the adoption of 
immediate steps without making similar recommendations in 
regard to rural, industrial and commercial finance is the presence 
in the field of financing of foreign trade of powerful vested inter- 
ests which renders delay in taking remedial measures detrimental 
to national interests. We regret we are unable to agree with our 
colleagues in this respect, as we consider the other things to be 
of a more urgent character from the point of view of the economic 
welfare of the country than the needs in the sphere of tho finance 
of foreign trade. Indeed if, in the latter sphere, the establishment 
of an Indian Exchange Bank by itself is likely to help a section 
of the community which is comparatively wealthy in securing a 
larger share of a profitable trade, one may be pardoned for asking 
the question whether that section of the community itself should 
not take combined action to secure the necessary remedy even >i 
such action involves a certain amount of extra expenditure to it 
during the period which must elapse before it can secure the desired, 
goal. 

ol7. As regards the reference of our colleagues to the branch 
activities of the exchange banks, we note that they propose the 
closir g down of existing branches of the exchange banks on account 
of the unjustified encroachment in the field of finance for internal 
trade to the harrassment of Indian joint-stock banks. We might 
point out that there are no branches of exchange banks in 6 out 
of the 9 provinces in India, namely Assam, Bengal, Bihar and 
Orissa, Bombay, Central Provinces and Madras. They cannot, 
therefore, be said to have encroached on Indian joint-stock banks 
in any of these provinces in all of which the development of banking 
facilities is urgently necessary. The branches of the foreign ex- 
change banks, where they exist, serve a definite purpose, and we 
are not prepared to deprive the public of the facilities which it 
derives from their existence. We may observe that in almost all' 
of these places certain Indian joint-stock banks have opened 
branches long after the establishment of branches by the foreign 
exchange banks. We should like to add that if the Indian public 
dislikes the operations of these branches of foreign banks, it can 
take effective action in securing that they arc closed down by 
withdrawing its custom from them. As a contrast to the opinion 
of our colleagues, we would refer to Mr. Pochkhanawala’s evidence 
before us where he has said that if foreign exchange banks prefer 
to open a branch at a certain place where there are no banking faci- 
lities, he would not prevent them from going there (Question' 
1 , 000 ). 
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II. — Dissenting minute of Mr. N. E. Sarker. 

518. In dealing with the dissenting minute of our six colleagues 
Rt some length we have answered many of the points raised in 
Mr. Sarker’s minute. We deal below only with a few points which 
have not been covered by our comments in the preceding para- 
graphs or in the body of the report. 

519. Mr. Sarker has given a reconstructed table showing the 
respective shares of the exchange banks, the Imperial Bank of 
India and the Indian joint-stock banks of banking deposits in 
India. From that table he comes to the conclusion that there has 
been a disproportionate growth of the share of deposits with foreign 
banks. We do not see any justification for his including the 
figures of the Allahabad Bank in the heading of “foreign banks” 
as this bank still continues to do only inland trade business and is 
a bank registered under the Indian Companies Act. 

520. As regards the conditions of the licence, the main points 
of difference between Mr. Sarker and ourselves is that we do not 
agree with the confinement of the business of the exchange banks 
to port towns and the restriction on the acquisition by exchange 
banks of shares in other Indian banking concerns. We have 
given our reasons very fully in the body of the report as, to why we 
have not been able to accept these conditions. Mr. Sarker has 
referred in this connection to the proceedings of the International 
Conference on the Treatment of Foreigners held in Paris in 1929. 
We regret that for want of time it has not been possible for us to 
obtain and study this document. Even assuming, as Mr. Sarker 
says, that it was accepted in the course of discussions at that 
Conference that the right of international commerce would not 
apply to the retail trade or hawking or peddling, we wish to point 
out that the business of exchange banks at their upcountry 
branches would not seem to go against this principle, as at these 
places their business is connected mainly with international trade. 

521. As regards the rest of the conditions, we have embodied only 
some of them as conditions in the licence to be granted by the 
Deserve Bank and have left others for a convention between the 
Government and the exchange banks. Mr. Sarker himself admits 
that it is possible that such a convention may be established in 
which case he thinks that the conditions need not be included 
specifically in the licence. It is only if Government fail to estab- 
lish such a convention that he suggests that the terms should be 
enforced in the licence. 

522. Mr. Sarker has suggested the introduction of an Exports 
Credits Scheme on the lines of those in force in Great Britain and 
Germany. This matter was never discussed before the Committee 
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and it is not possible for us at this stage to express any opinion on 
the question. 

523. As regards Mr. Barker’s comments on our recommenda- 
tion regarding joint banks, we have ourselves admitted in our 
report that no concrete scheme was placed Before us. The idea of 
joint banks seems to be a valuable one, and has been tried in other 
countries, but the details must be worked out by practical finan- 
ciers and only when there is a prospect of trade revival. 

524. In our scheme of recommendations we have provided for 
the establishment of an Indian Exchange Bank only after attempts 
to secure for Indians their legitimate share of foreign trade finance 
by using the existing machinery are not crowned with success. 
We have, therefore, not thought it necessary to fill in the details 
of the new institution and have left them to be worked out in con- 
sultation with the Reserve Bank with due regard to the circums- 
tances prevailing at the time of the creation of that Bank. We 
accordingly think it will serve no useful purpose for us to criticise 
the details of the Indian Exchange Bank given in Mr. Sarker’s 
dissenting minute. We note that Mr. Barker is of the question that 
the new Indian Exchange Bank should be started immediately after 
the establishment of the Reserve Bank and that the new Bank 
should not be a purely State Exchange Bank as proposed by our 
six dissenting colleagues. 


III. — Conclusion. 

525. Finally, we wish to add that we do not feel that it is 
necessary to make any modifications in our recommendations in 
this chapter. We have no doubt that when a constitution of 
the type envisaged by us comes into force, if the authorities 
find that a Reserve Bank has not been established by then, 
or that its early establishment is not a practical proposition, 
they will take such action as they may find feasible to give effect 
to the principes underlying our various recommendations with clue 
regard to the degree of importance they may attach to each of these 
from the point of view of the economic welfare of the country as 
a whole. 



CHAPTER XVIH. 

THE BANKING SYSTEM AND THE MONEY MARKET. 

The Imperial Bank of India. 

526. In Chapter III, we have already described the functions 
and working of the Imperial Bank of India and in subsequent 
chapters we have made various recommendations in regard to the 
directions in which its present useful activities may be extended*. 
We have suggested that : — 

(i) it might use the indigenous bankers as agents for collec- 

tion of cheques and bills in the same manner as it 
uses joint-stock or co-operative banks (paragraph 
142), 

(ii) it might discount the bills of indigenous bankers more 

freely than at present (paragraph 144), 

(iii) the assistance rendered to co-operative banks in the 

matter of cash credits and overdrafts against sound 
security should be continued (paragraph 181), 

(iv) it should grant to the co-operative banks remittance 

facilities for other than co-operative purposes on the 
same terms as for joint-stock banks (paragraph 182), 

(v) it should continue to follow a liberal policy in the matter 

of granting advances against agricultural produce in 
godowns (paragraph 185;, 

(vi) the existing practice of giving loans against gold orna- 

ments should be further developed (paragraph 252), 

(vii) within safe and proper limits it should extend th& 

assistance at present given to industries on the lines 
followed by joint-stock banks in Germany (paragraph 
391), 

(viii) under conditions explained by us it should endeavour 
to take its proper place among the banks financing 
the foreign trade of India (paragraph 483). 

527. There are a few other miscellaneous matters connected 
with the Imperial Bank of India which we propose to deal with’ 
in this chapter. When the Reserve Bank Bill was introduced in 
the Assembly, another Bill to amend the Imperial Bank of India 
Act, 1920, was also simultaneously introduced with the object 
of freeing the Bank from the restrictions which on account of 
its hybrid nature were imposed upon it, and of modifying the 

( 368 ) 
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control of Government over its operations In paragraphs 34 and 
35 we have referred briefly to the restrictions and to the nature 
of the control ; but it will be convenient to give in some detail the 
salient features of the amending Bill of 1927 as modified by the 
Joint Committee of the Central Legislature. They are : — 

(a) The Imperial Bank should under arrangements with the 
Reserve Bank of India act as agent of the latter in places where 
the Reserve Bank has no branches. 

(5) The provision that gives power to the Governor General 
to issue instructions to the Bank in respect of certain matters 
should be repealed. 

( c ) Power should be given to the Bank to establish branches 
or agencies at such places in India or elsewhere as it deems 
advantageous. 

( d ) The Central Board should consist of the following Governors, 
(i) the President and the Vice-President of the Local Boards 
established by the Act, (ii) a Managing Governor appointed by the 
Central Board, (iii) a Deputy Managing Governor appointed by 
the Central Board, (iv) the Secretaries of the Local Boards estab- 
lished by the Act, and (v) such number of persons to represent 
any Local Boards established hereafter as the Central Board 
might prescribe. The Deputy Managing Governor should be 
entitled to vote in the absence of the Managing Governor, but the 
Governors specified in clause (iv) should not be entitled to vote 
and they will be given only the power to take part in the delibera- 
tions of the Board. 

( e ) The Bank should be authorized to make advances and open 
cash credits on the security of debentures issued under the autho- 
rity of a Municipal Board or Committee. 

(/) The Bank should be empowered, subject to any general 
or special directions from the Central Board, to make advances 
and open cash credits on the security of fully paid shares and 
debentures of companies with limited liability whether registered 
in India or elsewhere. 

(g) The Bank should be allowed to advance freely on hypothe- 
cations instead of being restricted to making advances only against 
goods in its possession. 

(h) The Bank should be allowed to buy and seu foreign bills 
of exchange. 

(i) The existing restrictions on the borrowing of money in 
England by the Bank should be removed. 

(/) The statement of the balance of the Bank should contain 
the particulars, and should be in the form, required by section 132 
of the Indian Companies Act of 1913 and the provisions of section 
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136 of the same Act should apply to the Bank in like manner as 
they apply to a banking company. 

(fc) Various administrative defects in the working of the Bank 
should also be removed. 


Withdrawal of restrictions. 

528. It will be seen from the above that some of the important 
restrictions on the operations of the Bank were left untouched. 
We understand that this was due to the fact that the Managing 
Governors of the Bank desired their retention in view of the special 
position which it was then contemplated that the Bank would 
occupy even after the Reserve Bank had been established. As 
stated in paragraph 484, we do not desire to fetter the discretion, 
of the Reserve Bank in the matter of its choosing its own agents 
and we would prefer to give the Reserve Bank full discretion to 
utilize the Imperial Bank as its agents in the country until the 
Board of the Reserve Bank are able to make permanent arrange- 
ments with the Imperial Bank or any other bank. We have sug- 
gested that under certain conditions the Reserve Bank might give 
the Imperial Bank a monopoly in agency business. If, however, 
this is not found feasible, the position of the Imperial Bank of 
India would be on a par with the other joint-stock banks in the* 
country and we would not be opposed to the restrictions imposed 
by the present Act and proposed to be retained in the amending* 
Bill being withdrawn. 


Special charter. 

529. The question has been raised whether when the Reserve 
Bank is created it is necessary for the Imperial Bank of Indict 
to have a special charter of its own. This suggestion is mainly 
based on the suspicion that a special charter would give the 
Imperial Bank of India a position and prestige which would be 
detrimental to the interests of the other joint-stock banks in the 
country. Certain obligations are imposed on the Indian joint- 
stock companies by the present Indian Companies Act and that 
the Imperial Bank of India is free from these obligations under 
its special charter is also another consideration urged in favour of 
this suggestion. We have already mentioned in paragraph 527 
that in the Imperial Bank of India Amending Bill as modified by 
the Joint Committee provision has been made for the Imperial 
Bank fulfilling the very important requirements of Sections 132' 
and 136 of the Indian Companies Act in the same way as other 
joint-stock banks in the country. Although we propose that the 
Reserve Bank of India should be given full discretion in the matter 
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of choosing its agents, we feel that the fact that the Imperial 
Bank of India has a larger number of branches spread throughout 
the country than any other joint-stock bank would lead the Reserve 
Bank of its own accord to have the Imperial Bank of India as 
its chief, if not its sole, agent. This agency business would include 
Government Treasury business and we think that it is on the 
whole desirable to continue the special charter with suitable 
amendments. 


Opening of branches. 

530. In the Reserve Bank Bill of 1927 provision was made 
for the grant of certain interest-free balances to the Imperial Bank 
of India with a view to encourage the extension of its branch 
banking activities in the interior. It was urged at the time that 
the only possibility for indigenous banks to develop their business 
was to open branches where the Imperial Bank of India had none, 
and that this possibility would be shut out if the Government gave 
any special concession to the Imperial Bank of India which was 
not given to the other banks. The force of this argument appears 
to have been appreciated by the Joint Committee which recom- 
mended the omission of this provision in the amended Bill. We 
are in full sympathy with the aspirations of the Indian joint-stock 
banks and we consider that any facility given by the Government 
or by the Reserve Bank, when it is established, should be freely 
available not only to the Imperial Bank of India but to all other 
joint-stock banks in the country. With this end in view ? namely, 
to encourage the opening of branches of joint-stock banks, we 
have elsewhere recommended that the Reserve Bank may place 
for the first five years with every new branch opened by an ap- 
proved joint-stock bank at a centre, where there are no joint-stock 
banks, a deposit of such sum on such terms as it may consider 
necessary. 

531. In their separate report the foreign experts have referred 
to the recommendation in the preceding paragraph, with which 
they do not agree on the ground that it would be contrary to the 
principles on which the policy of a Reserve Bank should be based. 
We have pointed out that the provision for giving assistance to the 
Imperial Bank of India in order to, enable it to open branches in 
the interior was rejected by the Joint Committee of the Central 
Legislature not on the ground of any opposition to the principle 
of such assistance but because they were against giving preferential 
treatment to the Imperial Bank of India ns compared with otKer 
banks. Our recommendation simply extends the general principle 
to all the joint-stock banks in the interests of extension of bank- 
ing throughout India. As stated in Chapter XXIII in connection 
with the policy of the Reserve Bank and its relations to other 
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banks, a great deal must be left, in' matters of tHis kind, to the 
discretion of the management of the Reserve Bank. 

Indianization of staff. 

532. The question of Indianization of the staff of the Imperial 
Bank of India has been pressed before us. The Bank has already 
inaugurated a scheme of training young Indians which is des- 
cribed in the evidence of the Managing Governor of the Imperial 
Bank of India. We have been told that staff officers of the Barik’ 
are now to an increasing extent being promoted from the Assist- 
ants trained in the Bank under the probationers’ scheme and the 
following figures have been supplied showing the direct recruit- 
ment in London and from the staff in India during the last six 
years : — 


— 

Recruited 

from 

London. 

Recruited 
from 
the staff 
in India. 

European. 

Indian. 

Indians. 

1925 

32 

1 

13 

1926 ....... 

6 

1 

* 

1927 . 

3 

1 

1 

1928 

8 

1 

4 

1929 ....... 

0 

. 

7 

1930 

i 

• • 

1 


In paragraph 483, we have recommended that if the Imperial 
Bank of India is given } in connection with its entry into the field 
of foreign trade finance, the special concession of being appointed 
the sole agent of the Reserve Bank at certain places in India, no 
further recruitment of non-Indians to the staff of the Imperial 
Bank should be made except in special cases with the approval of 
the Finance Minister of the Government of India. While we con- 
sider such a condition justifiable in connection with fhe grant of 
any special concession to the Imperial Bank of India, we do not 
think it necessary to make any recommendation to cover the 
interim period before the establishment of the Reserve Bank. If 
the privilege of the free use of the Government balances and 
other concessions now enjoyed by the Imperial Bank of India 
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is a consideration in favour of the proposal of further Indianization 
as urged by witnesses, it has also to be remembered that these 
privileges are not given without a quid pro quo and that the Im- 
perial Bank of India has to incur a large expenditure on account 
of the staff employed for carrying on the Government Treasury 
business. We should at the same time like to add that the ques- 
tion of Indianization stands on its own merits as a matter of policy 
in India. 

533. Several of our members have urged that the appointment 
of the staff is a matter which should in all circumstances be left 
solely to the discretion of the Central Board ? and consider that their 
hands should not be fettered in making appointments to the 
superior staff. In view of the arguments produced in the Keport 
of the External Capital Committee, however, we consider that 
the concessions we recommend and which are referred to in the 
previous paragraph, justify our proposals regarding not only a 
majority of Indian directors but a definite restriction on the further 
recruitment of non-Indians to the staff. 
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THE BANKING SYSTEM AND THE MONEY MARKET— 

contd. 

COMMERCIAL BANKING. 

General, 

5j 4. In the exact sense of the word, commercial banking in 
India is undertaken by the Imperial Bank of India, the foreign 
bank's commonly known as exchange banks, the Indian joint- 
stock banks and many of the indigenous bankers. We have 
dealt in Chapter XVIII with certain operations of the first of 
these institutions, and in Chapter VIII we have dealt with the 
last-named institution. In Chapter NVII we have dealt with 
the operations of the exchange banks, mainly in connection with 
the financing of foreign trade. The remarks in this chapter 
refer chiefly to the operations of Indian joint-stock banks, though 
they also apply in certain cases to similar operations of the other 
institutions. 

535. In India, as in almost all other principal countries of the 
world, commercial banks are engaged mostly in the distribution 
of credit. The right of issuing notes is denied to them, this latter 
function being the privilege of the State in India and of the Central 
•Banks in the other principal countries excepting Canada, where 
commercial banks still possess the right of issuing notes, and 
certain other countries where the power is in the process of transfer 
to a Central Bank*. For the purposes of their lending operations, 
the banks have to depend almost wholly on the resources which 
they can secure by attracting deposits from people who have money 
'to spare for the time being, or by obtaining loans against their 
investments of various categories. Nevertheless, commercial 
banks render a most valuable .service to the economic life of the 
community by mobilising the banking resources to which we have 
referred and making them available to the best interest of the 
community. 

536. For reasons which we have stated in Chapter XVII, Indian 
joint-stock banks practically take no part in the financing of India's 
foreign trade from the stage at which exports leave her ports, or 
to the stage at which imports arrive thereat. We have in that 
chapter made certain suggestions for increasing the participation 
of Indian joint-stock banks in this business. 

537. Following the orthodox practice of English banks, Indian 
joint-stock banks, generally speaking, give loans for short periods 

f 374 1 
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and against certain forms of security. The result is, as has been 
brought out in Chapter XVI, that they do not take any material 
part in the financing of industries, unlike the German or Conti- 
nental banks in Europe. In that chapter, we have made certain 
recommendations on the subject. 

Development of Deposits and of Banking. 

538. From what has been stated in paragraph 535 it will be evi- 
dent that the development of commercial banking depends mainly 
on the flow of deposits. On a comparison of the figures of deposits 
of the banking institutions from the year 1919 to the year 1928, 
the experts were led to draw the inference that despite the estab- 
lishment of new banks and branches deposits have not developed 
and that the country accordingly is not “bounding with untapped 
banking possibilities”. It might appear, at first sight, from the 
fo/lowing table of deposits with the various classes of banks for the 
ten years ending 1928, that there is not much scope for the develop- 
ment of deposits : — 


Year. 

Imperial 
Bank of 
India 
(Private 
deposits.) 

Exchange 

banks. 

Joint 

Stock 

banks. 

Total 
of all 
banks. 



In crores of r 

upees. 


1919 

68 

74 

61 

203 

1920 

78 

76 

73 

220 

1921 ... . 

66 

76 

80 

221 

1922 

67 

73 

66 

195 

1923 

74 

68 

48 

190 

1924 

77 

71 

55 

203 

1925 ..... 

78 

7 J 

58 

207 

1926 

74 

72 

63 

209 

1927 

72 

69 

64 

205 

1928 

71 

71 

66 

208 


It is not, however, correct to infer from these figures that the 
banking resources of India are limited. The following factors have 
to be taken into account : — 


(1) The number of principal towns which possessed a bank or 
a branch or agency of a bank was only 185 in the year 1919. In 
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1928 it was 339, showing an increase of eighty-three per cent, 
but nevertheless a very insignificant increase, considering that the 
number of towns in India is about 2,300. It is true that the in- 
vestigations of the Provincial Banking Enquiry Committees indi- 
cate that there is little hoarded wealth in the country held in pre- 
cious metals other than investments in ornaments and jewellery. 
It is obvious, however, that the absence of banking facilities at 
most of the urban centres must result in the temporary locking up 
with individual possessors of large sums of money which may be 
required for expenditure later but which, if commercial banks were 
in existence at such centres, would be made available for the deve- 
lopment of credit facilities, particularly to meet seasonal require- 
ments. We have not overlooked in this connection the existence 
of indigenous bankers, but it appears from the reports of the Pro- 
vincial Banking Enquiry Committees that it is not the universal 
practice of these bankers at all places in India to accept deposits 
from the public. Considering the fact that the vast bulk of the 
people live not in towns but in villages, the absence of banking 
facilities to the people at large becomes all the more noticeable. 

(2) The deposits with co-operative central banks and banking 
unions on 30th June 1930 were Es. 18J crores. Further, in 
spite of various restrictions on investments in the postal savings 
banks and post office cash certificates, the figures of these accounts 
increased from Es. 27 crores in 1921-22 to Es. 72 crores in 1929-30. 
These facts, together with the increase in Government borrowings 
by short-term loans and the treasury bills, at any rate, during the 
last few years, indicate the existence of potential banking re- 
sources in India. The Committee recognize at the same time that 
to the extent that these short-term loans and treasury bills are 
taken up by banks out of deposits, the increase in Government 
borrowings by this method would not be o separate factor. 

(3) Although no accurate figures of export of capital from India 
are available, it is generally accepted that resources which would 
ordinarily have remained in India have had in recent years a 
tendency to be remitted abroad,, and this would partly affect ban* 
deposits. 

(4) The duplication of deposits has been very much less during 
recent years than before, the balances of the exchange banks anc 
of the joint-stock banks with other banks and interlending amon£ 
banks being very much less than what they were ten years ago, 
The deposit figures of 1928 would, if these balances were excludec 
throughout the decennium, show a larger increase during the period 
than is apparent. 

(5) The last years of the decennium were years of trade depres- 
sion, while the earlier years were of the boom period. A statistica 
comparison of the mere figures of total deposits, therefore, doei 
not convey a true idea of the position. Owing to acute trad< 
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depression 5 a shrinkage in the loans advanced by banks is inevit- 
able, and the figures of total deposits must necessarily be affected 
to the extent of deposits ordinarily created by such loans and 
reflected in the returns for the years when trade is brisk. Further, 
it must be remembered that the bank failures during the years 
1922 and 1923, particularly the failure of the Alliance Bank of 
Simla, must necessarily cause a temporary set-back. During these 
two years as many as 35 banks failed, their total paid-up capital 
being Bs. 469 lakhs, and their subscribed capital Us. 1,020 lakhs. 
Despite these adverse factors, there has been a steady increase in 
the volume of deposits of the banks from the year 1900 to the year 
1928, as will he seen from the following table : — 

(Crores of Rs.) 


Year. 

Imperial 
Bank of 
India. 

Exchange banks. 

Joint-stock banks. 

Total 
of all 
banks. 

Deposits 

(Private). 

Deposits 
(in India). 

Number 

of 

report- 

ing 

bank?. 

Deposits. 

Number 

of 

report- 

ing 

banks. 

Deposits „ 

1900 . 

13 

11 

(8) 

8* 

(9)* 

32- 

1905 . 

22 

17 

(10) 

12* 

(9)* 

61 

1910 . 

32 

25 

(ID 

26* 

(16)* 

8J 

1915 . 

39 

1 

33 

(U) 

19 

(46) 

91 

1920 . 

78 

75 

(15) 

73 

(58) 

2,26 

1925 . 

78 

71 

(18) 

58 

(74) 

2,07 

1928 . 

71 

71 

i 

(18) 

66 

(74) 

2,08 


* Does not include figures relating to banks with capital and reserve of 
fts. one lakh and over but less than Us. 5 lakhs. 


It may be noted that the deposits received by indigenous bankers- 
have not been included in the foregoing tables owing to want of 
reliable statistics; nor have we for a similar reason included the 
deposits received by industrial enterprises like the cotton mills in, 
Ahmedabad and Bombay. 





378 


CHAPTER XIX. 


539. Having regard to all the factors affecting the volume of 
deposits, and also to the experience of banks that have opened 
branches in the mofussil and succeeded in attracting local capital, 
we are inclined to believe that there is still considerable scope 
for the development of banking, specially branch banking, in the 
country and for securing deposits in increasing amounts particu- 
larly from places where there are no banks at present. The 
branches of the Imperial Bank of India, for instance, have beep 
very successful in raising local deposits. In England, partly as a 
result of the great development of branch banking in recent years, 
the deposits of the “big five” in 192S amounted to ±1,666 miilions, 
or about 14 times their capital and reserves which totalled ±116 
millions. The corresponding figures for the same year of the five 
biggest joint-stock banks in India excluding the Imperial Bank, 
are respectively Iks. 49 crores and Rs. 7 crores. 

540. At the same time we recognize that the establishment of 
a branch bank may not always be a remunerative proposition 
to the bank from the outset. We accordingly recommend that 
with a view to encouraging the opening of branches by joint-stock 
banks, the Reserve Bank may place, for the first five years, with 
every new branch opened by an approved joint-stock bank at a 
centre where there is no joint-stock bank, a deposit of such sum 
on such terms and conditions as it may consider necessary. 

541. It will, however, be long before India is provided with a 
net-work of branches of joint-stock banks. Partly for this reason 
and partly to utilize the valuable knowledge and resources of the 
indigenous bankers, it is necessary to link up the latter with the 
Reserve Bank and thus to strengthen their present position and in- 
crease their utility, particularly for the purpose of providing bank- 
ing facilities in areas where there is no bank at present and to 
classes of population whose requirements are not generally catered 
for by joint-stock or co-operative banks. The exact method of 
linking the indigenous bankers with the Reserve Bank has already 
been dealt with in paragraphs 139 and 140. 

542. A complaint has been made in the reports of some of the 
Provincial Committees that the deposits collected by the com- 
mercial as well as exchange banks at their branches at certain 
mofussil centres are diverted to their head offices for investment in 
other centres at rates of interest more favourable than those 
obtainable at the place where the money is collected. It is also 
urged that even during the busy season when there is a demand 
for funds in these mofussil centres, the capital raised locally is not 
used for financing local requirements. Such a complaint is, 
however, often made in other countries also in a general way 
against the joint-stock banking system and the Bombay Com- 
mittee have referred to a similar complaint made to the Com- 
mittee on Agricultural Credit appointed in year 1922 to enquire 
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into the adequacy of credit facilities available for agriculturists 
in Great Britain.'" The Central Areas Committee suggest that 
branches of all banks should be compelled by law to invest a pre- 
scribed minimum percentage of deposits and of the proceeds of 
bills collected by them within ihe specified areas in which the 
brandies are located, t We are not in favour of imposing any 
such restrictions, as we consider that they will be unworkable in 
practice and may operate to the disadvantage of the community 
as a whole. We trust that when the Reserve Bank is established 
it will make it its policy to see that the requirements of the various 
parts of the country in regard to banking facilities are duly met 

543. It lias been urged by some of the witnesses that the com- 
petition of the Imperial Bank of India and of the exchange banks 
in the domain of commercial banking is too powerful to admit of 
a healthy growth of the Indian joint-stock banks. It is suggested 
that there should be some restrictions on the opening of new 
branches at places where the Indian joint-stock banks have estab- 
lished themselves. The joint-stock banks are not themselves 
immune from the charge of crushing competition with another 
banking agency. Some of the Provincial Committees report that 
the position of the indigenous banker is weakening owing to the 
competition of the branches of joint-stock banks established m 
the provinces. This is, however, a natural process of evolution 
beneficial to the body politic, although affecting adversely indi- 
vidual interests. 

544. The position of the Imperial Bank of Tndia as bankers to 
Government gives it an advantage over the Indian joint-stock 
banks, but its competition with banks is not at present acute, 
though according to certain witnesses it Is keenly felt. There is 
no competition at present in regard to borrowing rates and that in 
regard to lending rates is beneficial to the public. It has brought 
down the incidence of interest charges for local trade. Similarly, 
the branches have been instrumental in providing facilities for 
remittance and assisting in the easy flow of money from one centre 
to another as the exigencies of trade require. 

545. In our opinion it is not advisable in the larger interests 
of the country to place any definite restrictions on the branch 
activities of the banks in India. In order, however, to ensure 
a well-ordered development and extension of joint-stock banking 
in the country, we recommend that any bank desiring to open a 
new branch in India should be required to obtain the approval of 
the Reserve Bank before doing so. Licences should be freely 
granted to the already established branches and it would be the 

♦Bomba v, para. 164. 
tCentral Areas, para. 234. 
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business of the licensing authority to see that the provisions of 
the law and any other conditions specified in the licenses are 
complied with. 

546. If banks do not find it worth while to open regular branch- 
es owing to insufficient business possibilities, we recommend for 
their consideration that they should open, in small centres conti- 
guous to places where there are regular branches of banks, sub- 
offices or part-time branches which might develop into branches in 
course of time. We understand that this system has worked 
satisfactorily in rural areas in England. The Imperial Bank of 
India lias also followed with success this system of serving ruraT 
areas. Within the last few years it has opened several pay offices 
and out-station offices at small centres of trade. Besides three 
Jocal head offices and 161 branches, there are at present 3 sub- 
agencies, 26 pay offices and 21 out-station offices of the Bank. 

547. Another suggestion worthy of consideration in connection 
with the question of the paying capacity of branches is economical 
management. It has been stated by a witness that it is one of 
the weaknesses of most of the Indian joint-stock banks that their 
cost of management is disproportionate to their earnings. It is 
urged that these banks have been content to be mere imitations of 
expensive European models and that the management is unduly 
influenced by a false sense of prestige in maintaining larger and more- 
expensive establishments than is justified by the exigencies of busi- 
ness at different branches. It is suggested that these banks should 
aim at combining the reputed efficiency of the European system of 
banking with the proverbial economy of indigenous bankers. We 
have not had any material before us to form an opinion as to 
whether the Indian joint-stock banks are run on an extravagant 
scale and whether there is much scope for retrenchment. Tt is r 
however, a matter which we commend for consideration to the 
management of the banks. 

548. A suggestion has been made that Postal Savings Banka 
should permit deposits being withdrawn by cheques. We propose 
to consider this suggestion separately in Chapter XXIV. But the 
development of any other banking business by these Savings Banks 
is not recommended at this stage, as it would make it more diffi- 
cult and less attractive for joint-stock banks to open branches at 
suitable places. It would also interfere with the desirable develop- 
ment of the indigenous banker and of co-operative banks. Nor 
do we believe that the post office could find, on its present scale 
of salaries, trained men who could be trusted with the work. If 
higher salaries were paid, the operations of the department would 
become prohibitively costly. 

549. We are of opinion that no obstacles should be put in the 
way of mergers among smaller joint-stock banks by stamp duties 
or taxation, and that any existing obstacles in this direction should 
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be removed. For example, if an amalgamated bank comes under 
the super-tax law, owing to the fusion of individual banks which 
were free from such an impost, an exemption from super-tax for 
-a limited period is recommended. The question whether there 
should be any control over a bank securing a majority ownership 
of another bank’s shares is dealt with in Chapter XXV. 

Distribution of Commercial Credit : Loans by Banks. 

550. Having surveyed the situation as regards the inflow of 
banking resources, we may now examine the distribution of com- 
mercial credit. The advances given by commercial banks fall 
under three classes : (1) advances against tangible and marketable 
security lodged or pledged with the lender, (2) clean advances 
against personal credit with a second signature to the pro-note, 
and (3) clean advances against the personal credit of the borrower 
only. In India advances are mostly of classes (1) and (2), while 
in western countries, with highly developed banking systems, 
advances of class (3) occupy an important place. 

551. Twc-name borrowing is a method of raising funds encour- 
aged by bankers in India. A promissory note endorsed by a shroff 
or shroffs , or by a managing agent or a firm of agents, is one of 
the securities beloved of bankers. In Chapter XVI we have 
referred to the practice of requiring the signature of managing 
agents, even in case of advances made on the hypothecation of 
stocks. The liundi which is still largely in vogue among merchants 
in India, though its use has considerably fallen off, is also in effect 
xi two-name paper. Considering the volume of trade and the 
financial accommodation required by the merchants, the quantity 
of two-name paper acceptable to banks is, however, limited, so 
that the loans made bv the banks on the security of such paper 
forms only a small proportion of the total accommodation 
allowed by them. The bulk of the credit is based on the tangible 
'Security of valuable assets such as bonds, shares and immovable 

property, or on the security of merchandise deposited either in the 
bank’s godowns or in the godowns of the borrower under letters 
of hypothecation. We have heard in evidence that merchants and 
shroffs who combine trading with banking have a great aversion to 
the pledge of stocks. It is, however, a hopeful sign for the future 
that such prejudice is now slowly dying out. 

552. The most favourite mode of borrowing is the cash credit 
account under which an advance is allowed against a promissory 
note signed by the borrower and secured by hypothecation of 
stocks. Under the cash credit svstem, interest is paid bv the 
borrower only to the extent to which the credit is availed of from 
day to day and be can reduce his obligation at any time subject in 
some cases to a minimum interest clause , by which is meant that the 
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bank would charge its client interest on a minimum amount which 
is generally about one-half of the maximum limit of the drawing, 
power allowed to the borrower by the bank. Similarly, the bank 
can curtail or withdraw the facilities at any time, should it bo 
necessary to do so. It has thus advantages for the borrower as 
well as the lender. We are informed, however that the popularity 
of the system, stands in the way of development of bills and 
acceptance credit. We deal with this aspect of the question in 
Chapter XXI. 

5 d*T The principal reason for the difference between the prac- 
tice of banks in India and in western countries to which we have 
referred in paragraph 550 is the tradition established by the old 
Presidency Banks, and later followed by the Imperial Bank of 
India, based on the restrictions imposed upon them under the 
Acts governing their operations. This tradition, which has been 
followed by other joint-stock banks and has been reinforced by the 
provisions of the Indian Companies Act, requires that for the pur- 
poses of the balance-sheet a bank’s advances should be classified 
as secured and unsecured and shown separately in the balance- 
sheet. The granting of unsecured loans on properly appraised 
credit, instead of being regarded as ideal banking, is actually re- 
garded by the shareholders as making for lack of safety for the bank 
and evidence of unsound hanking. In the form of balance-sheet 
which we are recommending in Chapter XX Y, it will not be neces- 
sary to show separately unsecured loans on personal credit ; and we 
hope that this change will help to remove the prejudice against this 
form of loans. 

554. Other reasons for the difference in practice mentioned 
above are : — 

(a) the absence of touch and the lack of knowledge result- 

ing therefrom between borrowers and lenders in the 
principal money market centres, 

( b ) the absence of the policy of ‘one man, one bank’ which 

obtains in western countries, 

(c) the practice in India which has been materially assisted 

by, and has in its turn fostered, the managing agency 
system, and, 

(d) the absence of institutions like ‘Seyds’ and ‘Duns’ for 

supplying information about the financial standing of 
borrowers. 

Need for a more progressive policy. 

555. We consider that banks in India generally should adopt, 
an far as possible and consistently with safety, a more progressive 
policy in the matter of granting clean advances on the personal 
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credit of borrowers. In our opinion, the change will be facilitated 
by the growth of the practice ‘one man, one batik’. It is gener- 
ally assumed that a clean advance on a single-name pro- 
missory note, unsecured by collateral, is less secure than two- 
name or collateral paper. In practice, however, clean loans on 
personal credit of an individual of undoubted means and character 
turn out to be just as safe and satisfactory as any other. On the 
principle that in number there is strength, the banker in India 
usually likes to have collateral security. In the case of bazar 
discounts, however, although there may be more signatures than 
one on the paper discounted by him, he invariably looks for pay- 
ment only to the regular customer who presents the two-name 
or collateral paper to the bank, namely, the endorser. The ordi- 
nary drawer of the note or bill is often unknown to the bank. Thus 
in a large number of cases the basis of credit is the banker’s con- 
fidence in the individual customer, but such confidence in turn has 
its foundation in a knowledge of the borrower’s personal integrity 
as well as his financial standing and his ability to liquidate the 
lean at the proper time. It is, therefore, on the accuracy of the 
banker’s knowledge in this respect that the prospects of recovery 
of loans depend. So long as trade and industry were conducted 
on a relatively small scale and so long as there was an intimate 
touch between the banker and the borrower, the banker’s personal 
impression, confirmed by bazar reports, formed a fairly accurate 
basis of loans. With the growth of large scale enterprises and 
increase in the number of business concerns, the banker cannot be 
expected to maintain such close personal touch with the borrower. 
It is, therefore, incumbent upon him to supplement his general 
knowledge by reliable information obtained through other sources. 
Organized agencies for supplying information concerning the 
financial standing of borrowers have not yet been started in India. 
In England Seyd’s, and in America Dun’s and Bradstreet’s, are the 
principal commercial agencies which render such information 
available to banks. They collect data concerning the standing 
and credit position of corporations, firms and individuals and supply 
the information to their members and subscribers. The service 
primarily consists of reports on parties about whom the subscriber 
makes an inquiry and ratings of capital and credit of practically 
every business concern in a particular country. With new con- 
cerns springing up from day to day, it is impossible in practice to 
furnish up-to-date information concerning all establishments, but 
the information collected by these agencies and revised from time 
to time forms an important means of verification in most cases, 
and upon request the agencies also furnish special and up-to-date 
reports to their customers. We understand that individual 
banks in India at present maintain special establishments for 
obtaining information in regard to their customers. We recom- 
mend that the problem of pooling this information and organizing 
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some system of collecting reliable information, a system* suited to 
the needs of Indian customers and conforming, as much as possible, 
to Indian custom, should be studied by the banks and the Bankers’ 
Association proposed by us. 

556. The most important source of credit information is, how- 
ever, the balance-sheet or financial statement furnished directly by 
the borrower. It has been brought to our notice that the borrower 
in India is reluctant to divulge freely to his banker his financial posi- 
tion. It is not necessary for us to examine the question whether 
the desire to maintain such secrecy is cherished in India to a greater 
degree than in western countries. The Managing Governor of the 
Imperial Bank of India, on being questioned as to the difficulty 
which, we were told, hampered banks in India in this respect, 
observed that the information necessary to conduct a satis- 
factory banking business in India was available in the great majority 
of cases if the correct method of obtaining it were followed. He 
added that the success or failure of the efforts to obtain the in- 
formation must depend on the ability with which the banking busi- 
ness was conducted. We find that the banks that require financial 
statements before entertaining applications for loans generally have 
no difficulty in obtaining them from borrowers. We are, therefore, 
inclined to think that wherever banks in India require informa- 
tion about the financial position of their borrowers, they find no 
difficulty in obtaining the same if they can maintain the proper 
touch with their clients. 

557. Another method of obtaining credit information is the 
direct interchange between banks of their personal knowledge and 
experience relating to common customers. Such an interchange of 
information is not uncommon among the banks in India, but it 
appears to us that in this as in other matters more free and full 
co-operation is necessary. We refer later to the formation of a 
Bankers’ Association to promote such co-operation. 

Other defects in existing arrangements. 

(i) Absence of bills and bank acceptances . 

558. One of the most important defects in the present mecha- 
nism of commercial banking in India which stands in the way of 
the development of credit facilities is the scarcity of trade bills and 
the absence of bank acceptances. We have dealt with the latter 
in Chapter XVII. We shall deal with the former in Chapter 
XXI. 

559. Owing to the scarcity of bills, commercial banks in India 
invest a relatively large proportion of their resources in gilt-edged 
securities as compared with bills. In Chapter XX some statistics 
have been given relating to the London Clearing Banks for 1928 
and in Chapter XXI certain statistics have been given for the six 
important Indian joint-stock banks for the same year. It will be 
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seen from these that while the total investments of the Indian banks 
amounted to Rs. 20 crores against total advances aggregating Rs. 33 
crores, the corresponding figures for the English banks amounted 
to £259 million and £945 million respectively. It is hoped that 
the position will improve with the disappearance of the present 
depression in trade, the establishment of a Reserve Bank and the 
development of a bill-market in India. The matter is dealt with 
further in Chapter XXI. 

(ii) Development of cheque habit and use of vernacular scripts . 

560. Later on in chapter XXIY we have dealt fully with the 
question of the development of the cheque habit and the part 
which banks can play in this matter. One of the factors retarding 
the progress of banking in this country is the paucity of persons 
able to read and write English, this being the language in which 
all organized banks carry on their business. Cheque-books and 
pass-books are printed in English and only a few commercial banks 
recognize cheques and signatures inscribed in the vernacular scripts. 
All the Provincial Committees have recommended that the banks 
should freely allow the use of the local vernaculars. The main 
scripts are 13, as noted below, and two to four scripts would have 
to be recognized in each province. 

(1) Assamese ; (2) Bengalee ; (3) Burmese ; (4) Devnagri ; 
(5) Gujerati ; (6) Gurmukhi ; (7) Kanarese ; (8) Mala- 
yalarn ; (9) Modi ; (10) Sindhi ; (11) Tamil ; 

(12) Telugu ; (13) Urdu. 

There can be no question that the extension of banking facili- 
ties for borrowing and saving will be facilitated by the use of 
vernacular scripts in the various fields of banking including 
cheques, pass-books, and paying-in slips. The Bombay Pro- 
vincial Committee state that banks sometimes require account 
holders, unable to write English, to sign blank cheques in advance 
in the vernacular, in the presence of bank officials, it being left 
to the account holders to fill in blanks as regards date, name and 
amount as necessity may arise, and that the customer is generally 
naked to indemnify the bank against the loss that it may be put 
to owing to any negligence on the part of the customer in regard 
to the custody of such cheques. The Committee point out that 
such restrictions on the use of the vernacular script must 
involve serious inconvenience, risk and hardship to the deposi- 
tor. We are of opinion that any such restrictions are likely to 
defeat the object in view in recognizing the use of the vernaculars, 
namely, an increase in the clientele of the banks. We revert 
to the question of the extended use of the vernaculars, with a view 
to popularizing the banking and inveslrnent habit, in Chapter 
XXIV. 
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(iii) Legal hindrances . 


561. The development of the credit system depends not only 
upon the growth of business and the business relation of the banker 
and the businessman, but also on the efficiency of a legal system 
designed to safeguard the rights of individuals and to enforce a 
prompt fulfilment of contracts. Credit at reasonable rates would 
be impossible if the lender has to insure against legal impediments 
and risks of unfair treatment in law courts. In the following para- 
graphs we shall deal with certain legal hindrances in the way of 
development of credit facilities in India to which our attention has 
b^en drawn from various quarters. 

53*2. The Provincial Committees have called attention to several 
legal difficulties experienced by banks. Where property is trans- 
ferable without any legal or customary impediments, it forms a 
sound and valid security, but where there are in operation legal 
enactments placing impediments against such transfers, various 
complications arise in connection with the banker’s advances to his* 
customer. The difficulties as regards land tenures and the provi- 
sions of the Land Alienation Acts have been dealt with bv us in 
Chapter X. Here, we should like to refer to certain other difficul- 
ties arising in connection with the advances made by commercial 
banks to their customers on the security of immovable property. 
Certain Hindu as well as Muhammedan laws and customs relating 
to succession and transfer of rights put serious obstacles in ihe 
way of bankers in this country providing financial accommodation 
on the security of what is ordinarily considered to be a normal and 
reliable bank security. For instance * in a joint Hindu family 
governed by the Mitakshara law all the members acquire a light in 
the ancestral property by birth and the accrual of that right dates 
from conception, so that there is always the possibility of having 
a transaction impugned by a person who at the date of transaction 
was not born. In order to charge a joint estate, it is necessary 
that all the members of the family should join in the execution of 
the deed or should give their consent, or it should be made by the 
head of the family in his capacity as karta or manager. The 
powers of the karta are, however, strictly limited and a charge 
created by him is binding on the family property only if the loan 
is taken for a purpose necessary or beneficial to the family or is in 
discharge of a lawful antecedent debt. If a banker who grants a 
loan on the security of the joint estate files a suit to enforce the 
charge, the burden of proof that before he made the loan he satisfied 
himself that the loan was taken for purposes binding on the family 
lies on the hanker. This and several other difficulties muse dis- 
courage a banker in accepting property belonging to such families 
as a bank security. 
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Similarly, in the case of Muhammedan customers, the banker 
is confronted with doubts and difficulties. A Muhammedan has 
the customary power of informally binding property by verbal 
wakjs or trusts, and the defence in certain cases in a mortgage suit 
against a Muhammedan is that the property mortgaged was in fact 
the subject of religious endowment. Besides, a Muhammedan 
cannot dispose of by will more than one-third of his property with- 
out the concurrence of his heirs; his heirs on his dying intestate, 
have, therefore, to be traced to the third generation in the ascend- 
ing and descending lines. 

From the purely banking point of view the time has, in our 
opinion, arrived when the Hindu law and the Muhammedan law 
should be reviewed in the light of recent experience, and steps 
should be taken as early as possible to remove the impediments 
which now T stand-in the way of immovable property belonging to 
a Hindu or Muhammedan family being accepted by bankers as 
a normal security. We recognize, however, that other considera- 
tions may be involved ; and we must accordingly leave it to the 
Governments concerned and their legislatures to weigh the various 
considerations involved and determine what action should be 
taken in the matter. 

5 of*. For temporary loans, mortgages created by a simple deposit 
of documents, without any mortgage instrument or registration, 
are a great convenience to the commercial community as well 
as to banks. Such an arrangement saves considerable amount 
of time, trouble and expense in registration and it also avoids 
publicity. Under Section 58 (/) of the Transfer of Property Act, 
however, equitable mortgages can be effected only in Calcutta, 
Madras, Bombay, Karachi, Rangoon, Moulmein, Bassein and 
Akvab and in any other town which the Governor General in 
Council may, by notification in the Gazette of India , specify. 
There is good reason for this restriction, as it would be dangerous 
to extend such facilities to places where people are illiterate and 
backward. The Act, however, recognizes that the facilities could 
be gradually extended to commercial centres where people are 
more advanced. Accordingly, some of the Provincial Committees 
have recommended that the provisions of the Act relating to 
equitable mortgages should be extended to other important centres 
of trade and commerce (both internal and port towns) throughout 
India. We concur in this recommendation. 

504. In view' of a recent ruling by the Bombay High Courl in 
connection with bearer instruments of credit, it is now incumbent 
upon banks and business houses to examine all endorsement?, on 
bearer cheques. The practice that was in vogue before was b ised 
on the principle “once a bearer always a bearer”, but it was held 
by the High Court tl\at the character of a negotiable instrument 
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which was drawn payable to bearer in the first instance could be 
effectively altered by any subsequent endorsement. A Bill was 
thereupon introduced in the Legislative Assembly on 2nd Septem- 
ber 1929 to provide that negotiable instruments, including cheques 
and bills of exchange which are expressed on the face of them as 
drawn to bearer, should not in any circumstances lose through 
endorsement their character of bearer instruments. The Bill was, 
however, rejected, as, among other reasons, it was considered desir- 
able to await the recommendations of our Committee in the matter. 

The question has since been fully considered by the Provincial 
Committees and some of them have recommended that the Negoti- 
able Instruments Act should be amended so as to provide that 
cheques originally drawn to bearer would, despite any endorse- 
ment, retain their character as bearer instruments. We concur 
in this recommendation. We also approve of the recommendation 
made by the Madras Committee that any holder of a cheque should 
have the right to alter the character of the cheque from ‘‘bearer 0 
to “order” on the face of it and that the alteration should be 
supported by the name of the drawer or holding endorser who 
makes the alteration. It should not, however, be altered by 
endorsement on the back of the cheque. We further recom- 
mend that hundis which are drawn in the form of cheques should 
be treated similarly. We are not, however, in favour of interfering 
with the existing practice in regard to other hundis and do not 
recommend that the principle “once a bearer, always a bearer” 
should be made applicable to such hundis. 

565 It has been represented to us that banks need protection 
against frauds in connection with goods which they allow to remain 
in the custody of borrowers. In such cases a document known as 
a trust receipt is signed by the borrower who thereby binds himself 
to hold the goods in trust for the bank. It is an arrangement 
very convenient to the commercial community and is largely 
availed of. Owing, however, to a recent decision of the Madras 
High Court which arose out of a prosecution instituted at the 
instance of the Central Bank of India against two groundnut ex- 
porters in Madras, it is feared in banking circles that there are 
difficulties in the way of successfully prosecuting the executants 
of trust receipts without proving actual loss to the bank or likeli- 
hood of loss arising from their fraud. We are not in a position to 
examine the details of the commercial practice and the legal inci- 
dence attached to these trust receipts and are unable to pronounce 
an opinion as to whether any, and if so what, protection in addi- 
tion to that already given by the existing provisions of the law is 
necessary and whether any remedy suggested may not lead to other 
legal difficulties. We, however, suggest that the legal position as 
regards this matter may be investigated by the legal advisers of 
Government and such action taken as may be considered necessary. 
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Remittance Facilities. 

506. One of the essential services which commercial banks are 
expected to render to the public is to transmit money from one 
centre to another quickly and economically. The rate charged for 
internal remittance by the Imperial Bank of India is one anna 
per cent on sums above Rs. 10,000. In case of telegraphic transfers 
the telegram charges are added. The joint-stock banks are allowed 
a concession rate of half an anna per cent for sums of Rs. 10,000 
and over for transfers of funds between their branches. The rates 
charged by the joint-stock banks to their customers vary according 
to demand and supply. The cost of internal remittance in India 
is, however, according to the information supplied to us higher 
than in other countries and we recommend that it should be 
reduced as far as possible with a view to a better utilization of the 
resources of the country and a lowering of the rates of interest 
generally throughout the country. It is understood that in Canada 
internal remittance is allowed free by banks between places conti- 
guous to one another, say within about 300 or 400 miles and that 
only a small charge is made if the distance is greater. The charge 
for remittance in Java is only 1 guilder for remittance of 1,000 
guilders or above irrespective of the amount. It may be expected 
that with the facilities afforded by the Reserve Bank, when it is 
established, the commercial banks will be in a position to offer still 
better terms for remittance. If transfers of money for member 
banks and bankers w r ere made by the Reserve Bank free of cost 
as a national service, it would, we think, have a good influence on 
the equalization of interest rates throughout the country. It will 
perhaps be not possible in the beginning to forego the charge, but 
it might be possible to do so at a later stage. In this connection 
we should like to call attention to the following observations made 
by the Royal Commission on Indian Currency and Finance em- 
phasizing the need for the extension of cheap remittance facilities : 

“In any scheme of banking reform that may be planned, 
we trust that due emphasis will be laid on the pro- 
vision and extension of cheap facilities to the public, 
including} bank$ and bankerai, for internal remit- 
tance.”* 

In the meantime we consider it desirable for the Imperial Bank 
of India to reduce the remittance cost to the public by extending 
the half-anm rate for lemittance of Rs. 10,000 and above to trans- 
fers between any two banks. 

The co-operative societies are the most suitable agency for the 
extension of remittance facilities to rural areas. We have already 
dealt with their difficulties and grievances in this respect and made 
our recommendations in Chapter IX. 

* Report of the Royal Commission on Indian Currency and Finance, 1926, 
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Want of Inter-bank Co-operation. 

567. It may be expected that the establishment of a central 
banking institution will promote regular business relations between 
the different types of banks, including indigenous bankers. Some- 
thing more is, however, essential to bring about closer co-operation 
among them. They seldom meet to discuss matters of common 
interest, or to agree upon lines of co-operation which could bring 
about an improvement of standard, eliminate elements of weakness 
or foster the combination of smaller banks with larger units. We 
are. therefore, recommending in chapter XXIII the creation of an 
All-India Bankers’ Association, and for further details we invite a 
refeience to that chapter. f 

Future of Indian Joint-Stock Bankino. 

5C8. The chequered history of joint-stock banks as briefly depict- 
ed in Chapter II, together with the difficulties they have experienced 
and are experiencing as brought to our notice in the evidence of 
our witnesses, shows that the problem of the development of joint- 
stock banks is one which deserves the fullest and most sympathetic 
consideration by Government. On the one hand they are looked 
upon as dangerous rivals by the indigenous bankers and on the 
othei they frequently find themselves in opposition to the old 
established exchange banks and the powerful Imperial Bank of 
India. Placed in this position, therefore, they have been called 
the Cinderella of the Indian banking system and have only been 
able to exist amidst bickerings, suspicions and cut-throat competi- 
tion Despite all difficulties, Indian joint-stock banks have shown 
considerable stamina, and while the weaker banks have failed to 
survive, others have made creditable progress. For example, 98 
institutions with 300 branches in 1921 have expanded their sphere 
of influence and there were 133 banks with 421 branches in 1928. 
This expansion in face of adverse factors reflects the persistence 
and enterprise of the founders amd management of these institu- 
tions, and it is our desire that the efforts which have been made 
in this sphere of Indian banking should be recognised both by 
Government and by the Reserve Bank in due course. It may 
perhaps be stated that our proposals in this chapter are not very 
constructive and will not be of any great practical benefit to the 
joint-stock banks, but we must emphasize that the remedies must 
come largely from within. Joint-stock banks can learn much 
from their rivals on both sides ; they must incorporate the economy 
and adaptability of the indigenous bankers with the efficiency and 
modern method* of the western institutions. Tt is a truism to say 
that the foundation of successful banking is good bankers, and yet 
the fact is sometimes overlooked. With good bankers forthcoming 
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the next step is the elimination of unhealthy competition and the 
substitution of a spirit of co-operation and joint action where such is 
in the common interest. We recommend elsewhere the formation 
of an All-India Bankers’ Association which should have as one of 
its main objects the formulation of conventions and working prin- 
ciples which will prevent overlapping and what we have called un- 
healthy competition. We have al&o suggested that ihe expansion 
of branch banking should be under the guidance of the Reserve 
Bank. Other methods by which the development of the joint- 
stock hanks may be assisted may be devised by the Reserve Bank, 
and we strongly feel that their interests must be steadily borne in 
mind by the authorities of that Bank when it comes into being. 
In the meantime we feel that the credit operations of Government 
should be arranged as far as possible so as to cause the minimum 
of difficulty to such banks either in the way of putting up the 
price of credit or of depreciating the value of the reserve assets of 
such institutions. 

509. The removal of hindrances by law can do no more than 
create a healthy atmosDhere for the development of banking. But 
the attainment of the desirable result, viz., an adequate development 
of banking on the correct lines, depends essentially on the private 
initiative which the necessary legislative measures are intended 
to promote. The real problem in relation to commercial banking 
in this country, which must be regarded \is one of paramount im- 
portance, is the very scanty development hitherto attained in this 
line of banking business in India. This development is essentially 
dependent on the extent of private enterpiise that may be directed 
to banking business. And we cannot too much emphasize the need 
for a systematic propaganda that should be carried on to infuse the 
necessary optimism and initiative among the enterprising sections 
of the public. While the measures proposed by us have a parti- 
cular bearing on the qualitative aspect of commercial banking, 
the need for the development of its quantitative aspect is also 
equally imperative. As has been previously stated, there were 
in 19*28 only 339 towns in the whole of India served by either a 
bank or branch or an agency of a bank This number of 339 
tigainst the total number of 2,300 towns strongly points to the 
need of expediting the expansion and progress of commercial 
banking jn this country. 


Points of difference with Foreign Experts. 

570. In their report the foreign experts state that in so far as 
our conclusions could lead to the view that the commercial banks 
failed to provide the country with banking facilities which could 
reasonably be expected, they cammt agree with us. We should 
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like to point out that there was nothing in our provisional conclu- 
sions, which they had before them when they wrote their report, 
that would justify any such inference. On a study of the figures 
of deposits received by the banks from tne year 1919 to 1928 the* 
experts were led to draw the inference that deposits had not deve- 
loped and that the country was riot “bounding with untapped 
banking possibilities.” We, therefore, considered it necessary to 
review the situation as regards deposits and to point out that having 
regard to all the factors influencing the development of deposits, 
it would not be correct to infer that the hanking resources of India 
were limited and that there was consequently no scope for the 
development of branch banking. 

571. The only other point concerning commercial banking in 
regard to which the experts have recorded their dissent from our 
conclusions refers to the absence of touch and the lack of knowledge 
resulting therefrom between borrowers and lenders. The experts 
state that although our conclusions did not clearly indicate the 
defects from which the absence of touch and lack of knowledge 
originate, they gathered from their discussions with us and from 
our provisional conclusions that it was the banks in the principal 
money markets that, in our opinion, were mainly responsible for 
such defects. We should like to point out that our suggestion that 
the banks with the assistance of the Bankers’ Association proposed 
by us should co-operate with a view to collecting and pooling reliable 
. information regarding the credit position of their Indian customers 
and conforming as much as possible to Indian custom was not 
intended as a criticism of the banks. It is intended merely to 
stress the desirability of better co-operation between the banker 
and his customer in this respect and to suggest the means by which 
their credit operations can be facilitated and developed. 

It was not our intention to draw any comparison between the 
attitude of the Indian bank customers and those in western coun- 
tries, but the experts have drawn a comparison. They observe that 
a great difference exists between the attitude of the two classes cf 
customers and that secrecy about business affairs seems to be much 
more cherished in India than in other countries. Such an infer- 
ence, we are constrained to observe, cannot be drawn from the* 
material placed before us. Some of the witnesses, no doubt, made 
such a statement, but the fact is, as stated by the Managing Gover- 
nor of the Imperial Bank of India, that banks following the correct 
method of obtaining information find no difficulty in getting it. 

572. In their observations concerning Regulation of Banking 
the experts refer to our provisional conclusion regarding the inad- 
visability of placing restrictions on branch activities as being in- 
consistent with the recommendation made by us to make the open- 
ing of new branches of banks dependent on the approval of the 
Reserve Bank. Our position is that while we are not in favour 
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of the imposition of any specific restrictions on the opening of new 
branches by banks, we consider it desirable to ensure a systematic 
expansion of branches under the general supervision and control of 
the central banking institution of the country. We have expressed 
the opinion ihat licences should be freely granted and we take it 
lhat normally the Reserve Bank would offer every encouragement 
for the extension 6F branches. The experts themselves recognize 
that if the Reserve Bank were made the licensing authority, it 
“would handle the system in a sound and impartial way”. They, 
however, record their dissent as regards the reasons given in justi- 
fication of the recommendation, particularly the reason that such 
control is partly necessary in the interests of depositors. This- 
particular aspect of the question has been dealt with by us ir* 
Chapter XXY. 



CHAPTER XX. 


THE BANKING SYSTEM AND THE MONEY MARKET— 

0 contd . ). 

Relations between the various parts of the Indian Banking 

System. 

573. Having described the component parts of the banking 
••system in some detail, we now proceed to consider the relations of 
the several parts to each other and to the money market. The first 
thing that strikes the observer is the absence of a central co- 
ordinating agency in the Indian Banking system, in the absence 
of such an agency, the Imperial Bank of India plays the role of 
a bankers’ bank. There is no legal provision compelling the other 
banks to maintain minimum balances with it, although the ex- 
change banks and important joint-stock banks in practice keep 
the major part of their cash balances with it. The Imperial Bank 
of India renders valuable service to the ordinary joint-stock banks 
by granting loans against the security of Government paper at 
Bank rate, although the relatively high level of the Bank rate on 
•occasions detracts considerably from this facility. Owing to the 
special privileges enjoyed by the Imperial Bank of India as the 
Government banker, the joint-stock banks look upon it more as 
an unfair rival than as a friendly co-adjutor. Some of the joint- 
stock banks also regard the foreign exchange banks as formidable 
rivals on account of their large resources and their ability to attract 
deposits at more favourable rates of interest than the joint-stock 
banks themselves. The penetration of the foreign exchange banks 
into inland business both at the ports and in the interior is also 
naturally looked upon by the Indian banks as an encroachment 
upon the* latter’s proper field of activities. As regards the co- 
operative Banks, the primary societies have no contact with credit 
agencies other than co-operative. The provincial and central 
co-operative banks, however, keep small current accounts with the 
Imperial Bank of India and some central banks have similar 
arrangements with other joint-stock banks. The provincial banks 
have also cash credit facilities with the Imperial Bank of India 
and an arrangement for overdrafts ; but the latter has recently 
insisted that in such cases the existing cover for the cash' 
credits in the form of demand promissory notes of primary 
sooieties should be replaced by Government securities. There 
is a growing feeling among the joint-stock banks and the 
Imperial Bank of India that the co-operative banks are beginning 
to compete with commercial banks and indigenous bankers in forms 
of banking which are outside co-operation, e.g., opening current 
accounts, putchasing drafts and selling remittance, etc. The co- 
operative banks have no relations with the indigenous bankers and 

( 391 ) 
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money-lenders, except that some local bankers and money-lenders 
have recently begun to deposit monies in the central banks. Some 
of them are now directors in central banks, while a few act as 
treasurers and keep their cash balances in current aecount. There 
is no regular connection between the indigenous bankers and the 
money-lenders, nor does any close connection exist between the Im- 
perial Bank of India and the joint-stock banks. Neither the shroffs 
nor the money-lenders ordinarily keep accounts with the Imperial 
Bank of India and if they do, it is for purposes of remittance or pay- 
ing bills drawn on them by outside merchants and collected through 
the Imperial Bank of India. In the busy season when the supply of 
hundis exceeds the capacity of shroffs, a temporary link is establish- 
ed between the Imperial Bank of India and the joint-stock bank* 
on the one hand and selected shroffs on the other who are on the 
approved list of these banks. The re-discount facilities given by 
the banks are also subject to certain maximum limits based on the 
financial standing of the shroffs. The banks advance money during 
these periods usually for 60 days against the shroffs' hundis drawn 
by an approved merchant and endorsed by him or by another approv- 
ed shroff , if lie is not himself on the list of approved shroffs. They 
also make advances against demand promissory notes signed bv two 
shroffs on the approved list of the bank or by one shroff and one 
merchant. 

574. With the banking system so loosely organized, we cannot 
expect the bank rate in Tndia to have the same significance and 
the same influence on the money market as in other highly 
developed banking systems. To illustrate our remark, we may 
briefly describe the essential features of the London Money Market 
and compare it with the Indian Money Market or Markets, for, 
as we shall show presently, there is more than one money market; 
in India. 


575. The foundation of the London Money Market is illustrated 
by the following table which gives the main items on the assets side 
t)f the London Clearing Banks for some date in 1928 : 


Liabilities. 


CJapital and Reserve . 
Current and Deposit 
accounts. 


(In millions 


(In millions 

of 

Assets.* 

of 

pounds.) 


pounds.) 

133 

Cheques in Transit 

48 

1,760 

Investments 

259 


Bills discounted . 

246 


Advances to customers 

945 


Money at Call and Short Notice 

145 


Cash 

197 


* These statistic* and much of the information in this paragraph have been 
taken from Spring-Rice’s Lecture in the School of Oriental Studies iD 
November 1928. The statement is not intended to be a complete balance-sheets', 
but all important items have been included. 
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The chief source of supply of funds to the banks is current sni 
deposit accounts. The banks do not pay interest on large portions 
of the balances, left with them on current accounts, but they pay 
interest on time deposits which is generally *2 per cent below the 
Bank Rate. Besides cash, the main items of liquid assets are 
bills discounted and money at call and short notice. Of the sum. 
of £145 millions lent at call and short notice, about two-thirds are 
lent to the discount market against bills accepted by first class 
banks and finance houses in the City of London. These loans are 
either made for the night or for a week, and the latter class of loan? 
carries interest at present at 1 per cent below the Bank Rate. The 
interest charged on over-night loans is comparatively low. The 
rate for 7 days’ loans to bill-brokers is called the market rate for 
loans in the money market. The funds available with the bill- 
brokers for discounting bills consist of funds obtained from the 
London Money Market, i.e. f money lent at call or short notice by 
all the deposit banks and amounting in all to about £150 to 180 
million ; and of further resources placed at their disposal by other 
lenders such as the finance houses and merchants. The remainder 
of the money at call and short notice other than that lent to the 
discount market, is loaned by them to the stock exchange and for 
the financing of stock bought by speculators which have to be 
settled for fortnightly in the stock exchange market. If owing to 
any reason the banks are unable to lend the discount market all the 
money needed to finance the bills, the bill-brokers obtain accom- 
modation from the Bank of England either by discounting approved 
bills at the Bank Rate, which is the official minimum rate, at 
which the Bank of England will discount bills, or by way of loans 
from the Bank of England at J per cent above the Bank rate. 

576. The following statement gives a clear idea of the relations 
between the various money rates ruling in the London Money and 
Discount Markets : 


i 

March 

5, 1031. 

1 

l 

March 

12,1931. 

| 

March 

19, 1931. 

March 

26, 1931. 


0/ 

/o 

% 1 

% 



Bank Kate .... 

3 

3 ! 

3 

1 

3 

Banks' Deposit Hate . . | 

1 

1 j 

1 

1 

i 

Clearing Banks’ Rate for 
Money at Short Notice. 

2 

3 

2 

2 

Market Kate (3 months' 
bills.) 

2* 

2| 

2* 

2* 

1 
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577. We may now deal with Indian conditions. There is no 
fixed relation between the rate paid by banks on deposits and the 
Imperial Bank rate. As regards the distribution of the total 
assets of the various banks, the effects of stock exchange operations 
vary in different centres. Probably in Bombay they assume 
greater importance than in Calcutta. Normally, however, they do 
not constitute a factor which is considered of serious importance. 
The holdings of bills have never been on a large scale, and such 
bills as have been purchased have been looked upon as a definite 
investment and there has rarely been any question of rediscounting 
them. In the case of foreign bills in connection with external 
trade, those representing exports have at once to be sent out of the 
country for acceptance and are placed, if necessary, on the London 
Discount Market, while those representing imports are held by 
the banks till maturity under an interest clause. This point 
has been dealt with more fully in Chapter XVII. In the case 
of inland bills representing movement of goods internally, these do 
sometimes find their way into the portfolio of the Imperial Bank 
of India through indigenous bankers or shroffs. But in the absence 
of proper warehouse receipts it is difficult to distinguish inland 
trade-bills from finance bills and there is no regular organized 
market on a large scale for dealings in such bills. 


The Bank Rate and the Different Money Markets. 


578. Now let us see what Bank Rate means in India. The Im- 
perial Bank Rate, though quoted in financial journals along with 
the bank rates of the Central Banks of other countries, has a 
different significance from those rates. Whereas the bank rates of 
Central Banks usually denote the rates at which first class trade bills 
can be discounted at the Central Bank, the rate published by the 
Imperial Bank of India denotes the rate at which it is prepared to 
grant demand loans against Government securities. From the 
banking point of view it is obvious that this form of security must 
be at least as acceptable as trade bills and one would therefore 
expect the offical rate of the Imperial Bank of India to be the lowest 
rate at which credit can be obtained. An examination of the follow- 
ing table will show that though there is an intimate connection 
between the Imperial Bank Rate and the Imperial Bank Hundi 
Rate, which is the rate at which it will discount or re-discount 
first class bills of 61 days' date, the latter has sometimes been 
higher and sometimes lower than the official bank rate. The table 
illustrates further the differences between the ‘ "Bazar" rates, the 
inter-bank call money rates and the official rate : — 
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Bank 

rate. 

Call money rate. 

1 

Imperial 

Bank 

Bazar Bill rate*. 

Calcutta. 

Bombay. 

Hundi 

rate. 

Calcutta. 

Bombay *. 


Per ce tit. 

Per cent. 

Per cent. 

Per cent. 

Per cent. 

| 

Per cent.. 


1st 

April 1925 

to 1st Marc 

h 1926. 



April 

7 

\ 5 

6J 

7 

10—11 

ni 

May 

7 

5J 

Ci 

7 

10 — 11 

ill 

Juno 

C) 

5 

Of 

6 } 

10—104 

104 

July 

, 

5 | 

2 

34-4 

64 , 

10—10} 

9i 

August , 

4 1 

2 

U 

44 

10—104 

84 

September 

4 

1} 

n 

44 

io—io} 

84 

October . 

5 

u 

i 

5 

10} — 11 

94 

November 

5 

24 1 

14-2 

54 

104—11 

£J 

pecombor 

r> 

24 

3 

Cl 

10—104 

Of 

January . 

c 

34 

34 

(3 

10—10} 

9 f 

February • 

0 

U 

n-r> 

6 

10— 1<>4 

9J 

March 

0 

5 

5i — 6 

G 

10—104 

10J 


1st 

April 1026 

to 1st Marc 

hl927 . 



April 

6 

4i 

5i 

G , 

10—10} 

Of 

May 

0 

i 4 

4 1—5 

6 

10—10} 

9 f 

June 

5 

2 

! 

4 ; 

4 

10—10} 

n 

July 

4 

2i 

24 

4 

10 

n 

August 

4 

1 

1 , 

3 

10 

6f 

September 

i 

4 

1 

1 

3 j 

10 

6f 

October . 

4 

i 

4-1 

3 ! 

10 

«* 

November 

4 i 

i 

4 

3 

10 

6f 

December 

4 . 

* 

4— i 

3 

10 

H 

January , 

5 | 

4 

44 

4i 

10 

84 

February . 

6 

4| 

5 — 54 

G 

11 

91 

March . • 

7 

i 

G 

j 

«* — 6f 

7 

11 

104 


* The bazar rates are those at which the bills of small traders aie discounted 
by shroffs. The rates for bill-* of large traders and shroffs are not given separately 
as they follow very closely the Imperial Bank hundi rate. 



THE BANKING SYSTEM AND THE MONEY MAKKET — RELATIONS 89& 
BETWEEN THE VARIOUS PARTS OF THE INDIAN BANKING SYSTEM. 



Bank 

Call money rate. 

Imperial 

Bank 

Bazar bill rate*. 


rate. 

Calcutta. 

Bombay. 

Hundi 

rate. 

Calcutta. 

Bombay- 

1 

1 

Per cent. 

Per cent. 

Per cent. 

Per cent . 

Per cent. 

Per cent.. 


1st April 1927 to 1st March 1928. 



April 

7 

6 

«i — 6* 

7 ! 

10—12 

10* 

May 

7 

5 

6- 

7 j 

10 — 11 

104 

June 

7 

4-4} 

6-51 

7 i 

io— n 

10} 

July 

5 

H 

3 

5 

9 

7}. 

August . 

4 

n-n 

2-11 

4 

9 

6}' 

September 

4 

2 

21-21 

4 

9 

6} 

October . 

5 

J} 

2 

5 

9—10 

7} 

November 

5 

H 

2 

5 

8—9 

7} 

December 

5 

3 

4—4} 

5 

8—9 


January . 

7 

5}- 6 

5} -6 

7 

10—10} 


February 

7 

6 

6}-6} 

7 

10—11 

10£ 

March 

7 

4 1—5 

0- 6} 

7 

10—11 

91 


1st April 1928 to 1st March 1929 • 

i 



April 

7 

«1 

1 61-51 

7 

10—11 

91 

May 

7 

*i — 

| 5| — 6 

7 

10—11 

91 

June 

7 

4 

Oi -6 

7 

10 

9< 

July 

6 

3 

| 4-1-4} 

6} 

9 

61 

August . 

5 

2* 

! 2}— 3 

5 

9 

61 

September 

5 

3} 

31-31 

] 

5 

9 

6| 

October . 

5 

n 

2-2i 

5 

j 9—10 

6f 

November 

5 

2-11 

| 3 

5 

‘ 9—10 

61 

December 

6 

1} 

1 3 

6 

1 

! 9—10 

7} 

January . 

7 

4 — 4£ 

| 6} 

7 

! 10—12 

| 

9,\- 

February 

7 

(> 

j i)l 6J 

7} 

I 11—12 

10} 

March . . 

8 

0 

I n 

! 

8 

1 11-12 

i 

10} 


* Please see footnote on previous page.- 
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Bank rate. 

Call money rate. 

Imperial 

Bank 

Hundi 

rate. 

Bazar Bill rate*. 

Calcutta. 

Bombay. 

Calcutta. 

Bombay. 


Per cent. 

Per cent. 

Per cent. 

Per cent. 

Per cent. 

Per cent* 


1st April 1929 to 1st March 1930. 


April » , 

8 

5 

61 

8 

11—12 

11 

Iklay 

7 

2* 

31 

7 

10 -11 

8i 

June 

6 

1* 

31 

6 

10—11 

6i 

J uty 

5 

11 

11 

5 

10 

5iV 

August 

5 

Nil 

11 

5 

10 

5.V 

.September 

5 

li 

li 

5 

11 

6 

October . 

5 

21 

Ho* 

CO 

1 

5 

11 

7* 

November 

7 

2 

21 

7 

11 

8f 

December • 

7 

11 

41 

7 

11 

»A 

January . 

7 

3 

5 

7 

11 

0* 

February . 

7 

41-51 

61 

7 

11 

9i 

March • * j 

7 | 

6 J 

41 

7 

11 

9* 


579. The problem of the independence of the various money 
markets in India and how to make them more inter-dependent has 
occupied much thought, and has been the subject of long discussions 
with both local witnesses and with the foreign experts. The bazar 
rates quoted in the table are those of Bombay and Calcutta for 
small traders’ bills, those of other up-country markets not being 
available. An interesting feature is that this bazar rate of Calcutta 
•changes very rarely outside 10 and 11 per cent whereas that of 
Bombay seems to have some remote connection with the Imperial 
Bank rate and the call money rate. The fact that a call rate of 
% per cent, a hundi rate of 3 per cent, a bank rate of 4 per cent, 
a Bombay bazar rate for bills of small traders of 6f per cent, and 
s, Calcutta bazar rate for bills of small traders of 10 per cent 
can exist simultaneously indicates an extraordinary sluggishness in 
the movement of credit between the various markers. The 
Bombay Committee have also pointed out that in Bombay City 
alone there are the Gujerati, the Marwari and the Multani bazars 
with their different rates. The last mentioned is more closely 
connected with the Imperial Bank rate owing to the fact that 
Multanis do a fairly extensive business with the Imperial Bank of 

♦ Please see footnote on page 398, 
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India. The other bazar rates do not necessarily bear any relation 
4o the Imperial Bank rate. 

580. The independence of the call money market is perhaps the 
simplest to' understand, and may be dealt with first. In most 
money markets of the world it will be found that the rates for day 
to day loans are considerably lower than the bank rate. In fact, 
the rates represent different charges for different articles. The call 
money rate is the rate for surplus money seeking employment for 
possibly a minimum period of 24 hours, whereas the bank rate 
indicates the charge for the use of money for a specified period. 
Further, call money is repayable at the option of either the lender 
or the borrower, while . advances against securities at bank rate 
.are usually repayable at the option of the borrower only. The 
latter normally, therefore, should be higher than the call money 
.rate. In other countries the call money rate tends towards a bank’s 
demand deposit or current account rate while the bank rate indi- 
cates a lending rate. It is possible that one reason of this is that 
the supply of currency and credit is properly regulated by the 
Central Bank taking away surplus funds from, or supplying new 
money to, the market as may be necessary. But in India we find 
ihat call money is sometimes unlendable in the slack season at 
almost any rati when treasury bills are not available, while it 
may not be obtainable even at bank rates in the busy season. 
~While 'the existence of differences between call rates and bank 
rates in normal circumstances requires no special action, it should 
be noted that in conditions of exceptional ease or stringency call 
money rates may have considerable importance in connection with 
(exchange considerations. Any special action in the matter will be 
'one of the functions of a Central Bank under modern conditions. 

581. The explanation of differences between bazar rates for 
small traders’ bills and the Imperial Bank rate is much more 
(elusive. In India there are two money markets, namely, the 
Indian money market or the bazar, and the market controlled by 
banking institutions working on western lines. The natural 
link between the two markets would appear to be a steady 
supply of trade bills endorsed by reliable firms* or discount houses 
which are in touch with both markets, and are able to meet the 
•needs at one end of the merchant who prefers the elastic methods 
>of bazar finance, and to take advantage at the other end of entry 
into the central money and discount markets. It has been pointed 
out that though the Bank of England rate controls money rates in 
Tliondon and large centres, there is often considerable divergence 
in rates in the provincial towns, and that 'the levelling down of 
rates must he a matter of slow growth and ’development. The 
ultimate ideal must be tKe mobilization bf tKe whole' 'of fife floating 
resources of the country into one large pool into which bills can 
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find their way with as little delay and with the intervention of as 
few intermediaries as possible. At present the resources more • 
closely resemble a stream which is constantly being blocked by 
obstacles preventing a free flow of bills. 

582, We have referred to the fact that the banks’ deposit rates- 
in London follow the Bank of England rate automatically and 
that in India, although the same causes which result in a change 
in the Bank Bate would affect the deposit rate also, the mere fact 
that the Bank Bate has altered does not necessarily change the 
deposit rate. This uncertainty and this undefined position in India 
were brought to our notice, and we were told that such a state of 
affairs could not be remedied until India got a highly organized 
money market as in London. It was the unanimous opinion of 
witneses, and we agree with that opinion, that in order to organize 
the Indian money market on sound and modern lines it is essential 
that the Beserve Bank should be started as the centre of the Money 
Market. In fact this was the view held by the late Mr. Benjamin 
Strong in his evidence before the Boyal Commission on Indian 
Currency and Finance, 1026. He said that the establishment of 
a Central Bank was the best means of establishing a properly func- 
tioning money market and that the absence of a Central Bank 
results in developments that are distortions of the money 
market. He referred to the chaotic position of the New York 
money mancet before the Federal Beserve Banks were established 
and to its better organization after their establishment. 

583. A large number of witnesses before us complained of the 
dual control by the Government of India and the Imperial Bank 
of India over the Bank Bate and suggested that until a Central 
Banking Authority can he created the regulation of the Bank Bate 
should be in the hands of the Imperial Bank of India without 
interference from Government. The Managing Governor of the 
Imperial Bank of India pointed out that so long as the control of 
the currency is in the hands of the Government of India, it as 
impossible to take from them the powers over the Bank Bate 
which that control gives them. Those powers confer the right to 
expand and contract the currency, and the supply of currency is 
an important factor in determining the Bank Bate. He added that 
even if it were possible to take away the powers of Government in 
this matter, it is clearly to the advantage of the country that 
currency and credit should be managed by the two authorities 
working in sympathy. Even witnesses, who suggested that the 
Bank Bate should be entirely dictated by the exigencies of the mone- 
tary situation in India and should in no way be subject to control 
by the Government of India, admitted that such interference by 
the Government would be inevitable in emergencies arising from 
international considerations, and this has been the experience of 
England and the United States of America. 
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Seasonal Stringency. 

584. We have referred to the powers in the hands of the Gov- 
ernment to expand and contract the currency. There is one aspect 
of the exercise of the powers of expansion which has come in for 
a good deal of criticism. Under Section 20 of the Indian Paper 
Currency Act, Act X of 1923, the Governor General in Council is 
authorized to issue currency notes to an amount not exceeding 
Es. 12 crores against bills of exchange maturing within 90 days ot 
the date of such issue and satisfying other conditions as the 
Governor General in Council may by general or special order pres- 
cribe. The memorandum of procedure now in force for the issue 
of this additional currency is printed in Appendix III in the Volume 
of Appendices to the Eeport of the Itoyal Commission on Indian 
Currency and Finance, 1926. It is prescribed in that memorandum 
that this additional issue will take the form of a loan to the Im- 
perial Bank of India against demand promissory notes with a certi- 
ficate that internal bills or hundis which satisfy the provisions of 
Section 20 of the Act referred to above, and whose discounted 
value does not fall short of the amount of the additional issue, 
are held by the Bank on behalf of the Government. No issue 
can be made until the Bank Eate rises to 6 per cent and the entire 
amount outstanding at any time bears interest at Bank Eate sub- 
ject to a minimum limit of 6 per cent for the first Es. 4 crores 
and 7 per cent for the subsequent Es. 8 crores. It is a 
universal complaint of banks and merchants in India that 
the fixing of arbitrary rates for the issue of additional cur- 
rency against trade bills penalizes commerce and industry un- 
necessarily. It has, therefore, been suggested that the issue of 
emergency currency, by which name the additional issue is popu- 
larly called, should be at the current Bank Eate with no fixed 
minimum and that this procedure would be analogous to the 
practice in other countries where rediscount of trade bills by the 
central banking institution is at the Bank Eate. It h hoped that 
by adopting this suggestion, in practice, the control of Government 
over the Bank Eate would~be removed and their interference would 
be confined within its legitimate sphere. 

585. So long as the issue of additional currency is within the 
discretion of the Government — and this is the position under the 
present Paper Currency Act — we do not see how T the suggestion 
above will have the contemplated effect. The Government might 
still refuse to issue currency at a particular time if, in their opinion, 
the Bank Eate is lower than circumstances warrant, and the only 
effect of such a course would be to compel the Imperial Bank of 
India to raise its rate. 

586. It has also been suggested that the arbitrary limit of Es. 12 
crores for the issue of emergency currency has been detrimental 

2 A 2 
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to trade and commerce and that it should be raised at least to 10 
per cent of the total circulation. We cannot sympathize with this 
suggestion as in practice it has been rarely necessary for the Im- 
perial Bank of India to avail itself of the total of Rs. 12 crores. 
.Further, we do not think that the Government themselves regard 
this limit as unchangeable for all time, and in fact the original 
limit which was fixed at Rs. 5 crores in 1923 has been changed to 
Rs. 12 crores later. The necessity for any alteration in the limit 
of issue of emergency currency can only arise with the growth of the 
bill market in India and when this happens we have no doubt that 
the Government of their own accord will raise the limit to meet the 
country’s demand for additional currency: 

587. We must, however, record our opinion that the present 
conception that the seasonal monetary stringency in India is inevit- 
able, and that this stringency must bring about a wide range of 
interest rates, is erroneous and can be traced to the existing defec- 
tive system of control of currency and credit. It will be one of the 
functions of the Reserve Bank, when it is created, to keep suffi- 
cient free reserves* at the beginning of the busy season to supply 
the country with the currency needed during the crop-moving 
season without the necessity of putting up the interest rate solely 
on this account. The present system of issue of emergency 
currency under which no issue is possible except at stated rates of 
interest has contributed to this unsatisfactory state of affairs. 
With the establishment of the Reserve Bank, the supply of addi- 
tional currency against proper cover would be automatic, and the 
question of penal rates of interest would not arise. 

Government and the Money Market. 

588. The operations of Government in connection with the 
money market have been severely criticized by several witnesses. 
Not only have they exercised considerable control over the Bank 
Rate' of the Imperial Bank of India, to which reference has already 
been made, but both by their purchases of exchange and by their 
issues of treasury bills they have been able to influence the money 
position. The responsibility of Government towards the money 
market has long been recognized and opinions have been ’divided as 
to which is the better line of progress, to remove the responsibility 
or to improve the machinery through which it is exercised. The 
Royal Commission on Indian Currency and Finance, 1926, summed 
up the position as follows “The Government controls the' 
currency. The credit situation is controlled as far as it is 
controlled at all 6v the Imperial Bank’. With’ divided control 

* Bv this is meant that during slack season the percentage of gold assets in 
the Paper Currency Reserve will be higher than the statutory requirement. 
During the busy season, therefore, the Reserve Bank will be able to issue more 
currency without violating the statutory requirement of maintaining a certain 
percentage of the Reserve in gold assets. 
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there is likelihood of divided counsels and failure to co-operate’ \ 
Since the above was written there is no doubt that to a much 
larger extent than previously Government have assumed control 
of the credit situation through the medium of treasury bills. In 
so far as such issues have been in pursuance of their exchange 
policy, the matter is not within the scope of this Committee’s 
investigations, nor are we concerned with such issues as have 
been for the purpose of supplementing the ways and means pro- 
gramme. As regards the effect on banks, it would appear that in 
the early stages at any rate these issues of treasury bills had the 
result of reducing deposits and of competing with banks for avail- 
able deposits. They also resulted in a temporary contraction of 
credit. In some cases, the proceeds of the treasury bills were 
disbursed into the money markets and the contraction was counter- 
balanced ; and tire net result of the operations may be said to have 
caused dearer money without creating a scarcity of money. In 
some cases, however, where the proceeds of treasury bills were 
utilized to contract currency by cancelling ad hoc securities,, 
there has to this extent been a scarcity of money in the market. 
At the present moment it is probable that treasury bills are looked 
upon by banks as a profitable source of investment, free from capital 
depreciation and readily available for obtaining cash advances from 
the Imperial Bank of India. The fact that Government still have 
to pay on an average about one per cent more than banks for 
deposits for similar periods suggests that these bills have not yet 
been accepted as an integral part of the money market at their 
proper value. We are informed by one of the foreign banking 
experts that in London the rate for such bills is usually about 
one thirty-second above the rate for fine bills, and the margin in 

India between the treasury bill rate and the open rates for time 

deposits, therefore, appears to us excessive. Another criticism 
that has been levelled against operations in treasury bills is 
that they have resulted in very serious depreciation in the 
ordinary Government Security market, not only causing 
heavy losses to banks and others who hold the long 

dated loans but at the same time creating a feeling of 

nervousness and reluctance on the part of investors to 
jfcake up new rupee loans. It is difficult to make any definite state- 
ment as to the effect of treasury bills on investments in industrial 
concerns, but in so far as the operations have raised the general 
rate of interest on gilt-edged investment they have inevitably 
reacted on all investments. Both the Bengal National Chamber of 
Commerce and the Calcutta Stock Exchange have commented on 
the effects of treasury bills on existing securities, and the foreign 
experts also considered that banks’ investments in gilt-edged 
securities in India formed a very high percentage of their invest- 
ments compared with such percentages in other countries. They 
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further recommended that such investments should be largely 
replaced by commercial bills as soon as possible. Speaking 
from the point of view of banking credit as a whole, it has been 
stated by witnesses that the effect of recent Government opera- 
tions has been to raise the price of credit and in that respect to 
penalize trade and industry. From the figures given in chapter 
III, it will be seen that the net borrowings of the Government 
of India since 1925-26 in the form of loans, treasury bills and cash 
certificates have amounted to about Es. 140 crores, while from 
the table in Chapter XIX, paragraph 538, it may be observed that 
the figures of bank deposits have remained stationary during the 
last ten years. This state of affairs has made the Indian banking 
and credit problem still more difficult. 

It is not part of our function to enquire into this matter 
and we, therefore, abstain from passing judgment on the 
Government’s borrowing policy, the amount, the time and 
the terms of their borrowings and their effect on the general 
level of interest rates and on the development of trade, 
industry and banking. We, however, hope that when the Eeserve 
Bank is established, Government will work in close co-operation 
with that Bank in the matter of their borrowing operations (includ- 
ing rates for post office savings banks deposits and cash certificates) 
and that in those circumstances there will be no room for adverse 
criticism of the kind referred to above. 4 
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Bill Market — General. 

589. Although it is generally accepted that from the point of 
view of a discount market bills in India are scarce, it must not be 
assumed that this is due to a lack of knowledge on the part of the 
people of the utility of this form of credit, or to an unwillingness 
to make use of it. As stated in paragraphs 22 and 23, there is 
definite evidence of the remittance of money by credit instruments 
as early as the fifth century, b.c., and the use of hundis as early 
as the twelfth century a.d. Indeed on pages 70 and 71 of his 
book on Indigenous Banking in India, L. C. Jain refers to legendary 
stories which carry back the origin of the lumdi to a very 
early period of Indian history. The safety of hundis for travellers 
as compared with the risk of carrying cash must in itself have 
provided a good reason for the development of the liundi habit. 

590. There is no legal definition of a hundi. It is governed 
by the custom and usages of the various localities, and only where 
no specific custom exists does it come under the term “bill of ex- 
change” within the meaning of the Negotiable Instruments Act. 
Hundis are of two kinds, darshani or demand bills, and muddati 
or usance bills. In this respect they resemble the bill of exchange 
and they should certainly form a foundation for the development 
of a bill market on modern lines. 

591. In Chapter XX we gave a statement of the joint balance 
sheet of several clearing banks in England showing the distribu- 
tion of their assets. The following statement relating to Indian 
banks affords an interesting comparison. Unfortunately banks 
in India do not make a universal practice of showing investments 
in bills separately, and in several cases the figure is included in 
the total figure of advances. The very small figure under the 
heading of bills must therefore not be taken as strictly correct, 
though it may be assumed that the reason for not showing it 
separately in certain cases is that it is too small to be treated as 

( 407 ) 
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an independent item. The figures are for 1928, the same year 
as those of the English banks : — 


— 

The Imperial 
Bank of 
India. 

♦Six Indian 
joint-stock 
banks. 




i 

Rs. in lakhs, i 

Rs. in lakhs- 

Liabilities — 




! 


Capital and Reserves 

• 

• 

i 

10,85 

6,66 

Current and Deposit Accounts 

• 

• 

• 

79,25 

52,20 

Assets — 






Investments .... 

. 

. 

. 

19,04 

20,06 

Bills , 

. 

• 

. 

12,47 

1,23 

Advances .... 

• 

- 

* 

51,85 

33,42 

Cash ..... 

• 

• 

• 

10,65 

6,83 


♦ Allahabad Bank, Bank of Baroda, Central Bank of India, Bank of India* 
Peoples Bank of Northern India and Punjab National Bank. 

The striking feature as mentioned in the previous chapter is the* 
relatively large proportion of assets locked up in investments. 
This may be due to two causes, firstly the necessity for banks in 
India to maintain a relatively stronger liquid position than in better 
developed banking countries, or secondly the attractive yield of 
Government securities as compared with other forms of invest- 
ment. The growth of confidence in banking institutions followed 
by a reduction in the present investments in gilt-edged securities of 
banks must inevitably be a matter of time, while as already 
pointed out, it is hoped that in due course there will be a very 
definite tendency to equalization of the attractiveness of investment 
in Government securities and that of commercial business. 

Scarcity of Bills — Other Reasons. 

592. Various other reasons are suggested why joint-stock banks 
do not hold more of their assets in commercial bills : — 

(1) Banks do not make a practice of discounting their bills 
with the Imperial Bank of India. A bank which 
rediscounts with the Imperial Bank of India feels that 
it runs the danger of having its credit affected in the 
market, as such rediscounting is considered by the 
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market to be a sign of weakness. There are, more- 
over, no facilities for the ready sale of bills in the 
open market. 

(2) Joint-stock banks, whenever they wans funds, prefer 

taking loans from the Imperial Bank of India on 
Government securities to offering their bills for re- 
discount with that bank. This is due to the fact 
that the Imperial Bank is itself a competing com- 
mercial bank and no bank would like to give away 
the secrets of its bill portfolio to a rival bank. Under 
these circumstances, Government securities are a» 
more popular form of asset than trade bills. 

(3) The Imperial Bank of India is prepared to discount only 

approved bills, i.e ., bills approved by it. It does not 
lay down any standards for the guidance of other 
banks as to what constitutes an approved bill in its 
opinion. The result is that joint-stock banks cannot 
depend on bills which they discount for their 
customers being rediscounted by the ftnperial Bank of 
India. 

(4) The system of cash credits in vogue in India with certain 

advantages to both the lender and the borrower 
stands in the way of a greater use of bills. In 
the case of cash credits, interest is generally paid 
only to the extent that credits are used and the bank 
can withdraw credits in the event of deterioration in 
the position of the borrowing party. It has in fact 
been urged by some of our witnesses that the borrower 
should get his assistance from banks in the form he 
desires and that both cash credits and bills should be 
developed side by side. In view of other advantages 
in the use of bills, such as liquidity to banks and 
certainty to borrowers during the period of currency 
of the bills, it is, however, hoped that the use of bills 
will become more popular, provided the banks take 
some initiative in this matter. 

593. The following suggestions have been made for developing 
the bill market : — 

(1) A leading Indian banker has suggested that the Indian 
joint-stock banks do not go to the Imperial Bank of 
India for rediscount of hundis as the latter charge the 
same rediscount rate to the joint-stock banks as to 
shroffs and merchants, and he has stated that if the 
Imperial Bank give a cheaper rate to the Indian joint- 
stock banks, the latter would readily take advantage 
of the special facility and the question of prestige 
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which now stands in the way of the development of 
the rediscounting habit would disappear. Bo far as 
the Imperial Bank of India is concerned, the Manag- 
ing Governor does not think that any reduction in 
rates would be possible as these are already on the 
rock-bottom level and any reduction would place 
the business on a non-paying basis. He further adds 
that the real reason for the preference of joint-stock 
banks for borrowings against Government securities 
to rediscounting bills vrith the Imperial Bank of 
India is that the banks desire to benefit by reducing 
the interest they pay to the Imperial Bank, im- 
mediately they have any surplus funds, and that it is 
more difficult for the banks to do this if they obtain 
the accommodation by rediscount than by loans 
against Government securities. 

We are not in a position to make any recommendation in 
regard to this point for the interim period before the 
establishment of the Reserve Bank. When that 
batik is established, its published rat6 should be 
the minimum rate at which it is prepared to buy or re- 
discount first class trade bills and promissory notes 
arising out of bona fide commercial or trade transactions 
of member banks and bankers, the Bank having full 
discretion in regard to the rates for its open market 
operations. To stimulate the use of bills the Reserve 
Bank should use its discretion to charge a higher rate 
for demand loans against authorized securities and it 
may find it useful to have a larger margin between 
these rates at the outset than will be necessary after 
the bill market has developed. Should the Reserve 
Bank find it necessary to discount the paper of the 
public without bank endorsement, it should consider 
whether it should not in the first few years at any rate 
charge a higher rate of discount to the public than that 
charged to member banks and bankers. 

(2) The representative of the Ahmedabad Millowners* Asso- 
ciation has pointed out that the charges for discount- 
ing are rather high at present and that if they could 
be lowered it would facilitate the use of bills. The 
following case was quoted to illustrate this point of 
view. If goods were sent from place A to place B and 
if the bank in place A did not possess a branch in place 
B, a higher commission had to be paid to the bank 
at place A to discount the bill, as that bank not 
having a branch at place B had to get the business 
done through another Bank to which a commission 
had to be p^id. He has suggested that this difficulty 
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can be solved if there were some arrangements between 
the different banks whereby business could be done by 
charging one commission only by the hank which 
first negotiated the bill and that the establishment of 
a clearing house for bills in all provincial capitals 
would secure this end.* We think the simplest 
solution for reducing the charges in such cases is 
that the banks should share the single commission 
equally between themselves instead of charging double 
commission. We commend this suggestion for 
acceptance by banks. 

(3) It is generally believed that the creation of a Reserve 

Bank would tend to dispel the present prejudice on 
the part of joint-stock banks against discounting their 
bills with the Imperial Bank of India. The .Reserve 
Bank would not be a competing institution and as 
its normal business would be to act as bankers’ bank, 
the development of the bill habit would be greatly 
facilitated. We agree that the creation of the 
Reserve Bank would dispel the present prejudice on 
the part of banks and lead the way to a greater use 
of bills. 

(4) It has been suggested that the establishment of ware- 

houses* in various parts of India would encourage the 
use of bills as it would tend to replace the finance 
bills now drawn by merchants and shroffs by docu- 
mentary bills which would be more popular with banks. 
We have elsewhere advocated the wide establishment 
of warehouses throughout the country and the pro- 
motion of the use of the bills is one of the important 
considerations which have influenced us in making 
those proposals. 

( 5 ) The present rate of stamp duty on bills is 18 pies per 

cent. As the bills current in the market are gener- 
ally payable at 61 days, the duty w T orks out at 9 pies 
per cent per month or 9 annas per cent per annum. 
It is admitted on all hands that this High" rate of 
stamp duty militates against a greater use of bills. 

In this connection we recall that the Royal Commission on 
Indian Currency and Finance, 1926, recommended 
the abolition of the stamp duty on hills of exchange. 
We repeat that recommendation, with the further 
suggestion that it should be given effect to within 
a period of five years so that necessary steps may be 
taken by the Provincial Governments to make good 


* Wherever the word “ warehouse ” is used, it includes “ godown*'. 
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tne revenue deficit consequent on the acceptance o£ 
the proposal. As an initial step we recommend that 
the stamp duty on all bills of less than one year’s 
usance should be reduced to a uniform rate of two 
annas per one thousand rupees. The argument 
adduced by the Royal Commission on Currency and 
Finance that in America the abolition of the stamp 
duty on bills was one of the first consequences of the 
institution of the Reserve Bank system should also be 
borne in mind in this connection. 

(6) Post offices should stock for sale bill forms printed in 

English and the vernacular in parallel. We think 
that this suggestion and also suggestions (8) and (9) 
deserve the careful consideration of the Government 
and the Indian commercial public. We endorse the 
suggestion of the Bombay Committee that the Federa- 
tion of Indian Chambers of Commerce and Industry 
should take the question in hand and arrive at a satis- 
factory solution in consultation with all the bodies 
interested in the matter. We are sure that the Gov- 
ernment will themselves be prepared to do everything 
in their power to help the Federation to arrive at such 
solution. 

(7) In places where hundi business is important, an ex- 

peditious procedure for disposing of suits based on 
negotiable instruments should be introduced on the 
lines of Order XXXVII of the Civil Procedure Code. 
We endorse this suggestion. 

(8) The noting of dishonour and protest by recognized asso- 

ciations of banks, shroffs or merchants (so as to save 
trouble and expense to the owner of the instrument) 
should be validated. 

(9) Standardization of customs governing the hundis with a 

view to promote their circulation is recommended at 
least for particular regions, if not possible for the 
entire province. Some witnesses have also suggested 
that legislation should be passed standardizing the 
essential features of the hundi and producing a docu- 
ment simple in language and terms capable of circu- 
lating under definite and clearly defined conditions. 

Development of the use of bills. 

594. The question of developing the use of bills has been consi- 
dered at some length in the memoranda submitted by witnesses 
and also in the oral evidence tendered by them. The various 
classes of transactions in which the use of bills is not widely pre- 
valent at present and the manner in which bills might be introduced 
in connection with such transactions are dealt with below. 
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(1) Agriculture . 

595. The finance required by the agriculturists may be divided 
into finance required for growing crops and that required after the 
crops have been gathered. In regard to crops which have been 
gathered, it has been recommended by the Madras Provincial 
Banking Enquiry Committee that agriculturists may become mem- 
bers of co-operative godown societies and obtain finance on agri- 
cultural produce from these societies by allowing the latter to 
draw a four months’ bill upon themselves (owners of produce). 
The godown societies may, if necessary, discount the bill with the 
central co-operative bank and the latter in turn with other banks. 
The system of godown societies would greatly assist in protecting 
the co-operative banks against wrongful disposal of crops. 

596. As regards finance required for growing the crops, the 
Madras Committee have suggested that it will be a long time before 
a suitable form of agricultural paper is developed, for there is a, 
chance that the borrower may not grow the crop or other accidents 
like drought or flood may destroy the crops. In these circumstances 
-there is no immediate prospect of rapid advance in the direction 
of creating agricultural paper in respect of advances granted to 
ryots for repayment at the harvest. 

597. The Managing Governor o i the Imperial Bank of India 
lias suggested that the only way in which greater co-operation can 
be obtained between indigenous bankers and other banks in India 
is through the use by indigenous bankers of credit documents which 
are acceptable to the commercial banks. He has, therefore, urged 
that the usance bill should be encouraged for the finance of village 
bankers by shroffs. He has admitted that in the absence of satis- 
factory documents of title it would not be possible to identify these 
bills with any particular goods, but he has added that if such bills 
were introduced and the parties thereto showed themselves worthy 
•of credit, they would in course of time be discounted by banks. 
We agree with the principle enunciated and we recommend That 
banks should take the initiative in the matter by suggesting this 
method to shroffs seeking accommodation from them. 

598. As regards the financing of the cultivators by the village 
bankers, he has expressed the view that even if the difficulties men- 
tioned above were met, bills with fixed dates of maturity would 
be unsuitable for use in this connection, because in the nature 
of things the cultivators must depend on sale of their crops in 
order to pay their bills. The sale of the crops would depend on 
the season, whereas the bill's maturity is fixed and renewals are 
both expensive and disliked by discounters. While we appreciate 
the reasoning, we think that the dates of maturity might be ap- 
proximately fixed with reference to the probable date on which 
the crops would be brought to the market for sale and that a safe 
margin might always be provided. 
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(2) Marketing Finance. 

599. We have referred to this subject in Chapter XIII. The 
Bihar and Orissa Provincial Banking Committee have made the 
following suggestion for the introduction and use of bills in con- 
nection with marketing : — 

“The prevalent system of marketing finance is that the ex- 
port houses or commission agents of Calcutta raise 
money from their own banks or the Burra Bazaar and 
finance those up-country traders, who have no large 
capital of their own. These, in turn, finance the 
small beparis or village viahajans who buy outright 
from the cultivators for cash or credit already advanced. 
This system does not admit of a more direct contact 
with the central money market nor can credit be 
expanded as occasion requires, since none of the cash 
credits or book accounts extending from the Calcutta 
Exchange Bank to the village bepari are negotiable 
or transferable. On the other hand, if the process 
were reversed and the village bepari or the substantial 
cultivator could, with the help of the licensed ware- 
houses, create a documented agricultural muddati 
hundi of six months’ usance, which may be accepted 
by a registered mahajan , the bill so created could be 
discounted in the central money market. It will be 
eagerly bought by the Reserve Bank in case of 
necessity.”. 

The Managing Governor of the Imperial Bank of India has 
expressed the view that the main difficulty in the way of the 
introduction of this system is that connected with licensed ware- 
houses. It would he necessary for stocks to be graded and those 
of different parties mixed together. This is a practice which 
Indian cultivators have consistently set their face against and is 
one of the main reasons of the failure of an experiment of a similar 
nature at Lyallpur. He has added that the management must 
also be an expert one which would cost money. He would like 
to see further experiments made in this direction in select localities 
as the bills created would be welcome in the money market. 
We wholeheartedly support this proposal and we sincerely hope 
that the Provincial Governments will give their earnest considera- 
tion to our recommendations regarding the establishment of 
licensed warehouses. 

600. As regards the movement of goods from the port town 
to the interior, open account credit is given by the commission 
agents to the merchants in the interior. Bv co-operation between 
the banks and the commission agents, the latter can be made to 
realise that by converting the open account credit into bills they 
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can get credit from the banks. The commission agents will then 
in their turn persuade their customers to accept usance bills for 
the value of goods despatched. This will bring into existence 
bills of considerable amount both at the port towns and in the 
interior and a free circulation thereof between the port towns and 
the internal markets, as also closer connection between the banks 
and the indigenous bankers. Comparatively little attention has 
so far been paid to this branch of the trade from the banking 
point of view. We commend the matter for the consideration of 
the parties concerned. 

(3) Export and Import Finance. 

601. The suggestions regarding the introduction of rupee bills 
and promotion of bankers’ acceptances in connection with the 
financing of India’s foreign trade have been referred to in chapter 
XVII. 


(4) Dank Acceptances. 

602. While it is true that the system of cash credits has been 
working successfully we consider that it will be far better for the 
banks to invest their funds in discounting bills. Such discounting 
may be either by buying bills held by customers or discounting 
bills accepted bv' other banks for their customers. In regard to 
the first type, banks can play only a passive part but they can 
take a very active part in creating acceptances, once the Reservb 
Bank is started and is ready to stand behind the bank’s signatures 
1 Y 1 the absence of demand for their acceptances. The banks could 
charge a small commission and could take collateral security for 
accepting the bills in the same way as they do now for their cash 
credits. 


Discount market. 

603. The development of the discount market is an essential 
feature of any scheme of improvement of our monetary system. 
We have referred in paragraph 146 to the adoption of bill-broking 
as an integral part of the indigenous banker’s business. Some 
of the indigenous bankers and their wealthy depositors might also 
form themselves into discounting houses under the aegis of the 
Reserve Bank. They could supplement their own resources as in 
other counfries by fixed deposits from their associates and friends 
and credit supplied by banks. The Reserve Bank could also foster 
the growth of such discount houses by classing them with member 
banks in the matter of rediscount facilities. 

604. There is little doubt that the creation of the Reserve Bank 
with the resultant co-ordination of the various elements of the 
money market and a unified control of credit and currency should 
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do much to develop the use of commercial bills and ultimately 
create an active and efficient discount market in India. The mere 
fact that during the busy season the Issue department of the Bank 
will be enabled to issue currency freely against genuine trade 
bills without the Bank Bate being raised to artificial levels should 
have a psychological effect on merchants generally and encourage 
them to take advantage of a cheap and convenient form of short 
credit. The prestige and standing offered to indigenous bankers 
who decide to come within the scope of the rediscount facilities of 
the Reserve Bank should tend to link up the indigenous money 
markets with the large centres where surplus funds tend to concen- 
trate. There should no longer be any jealousy or feeling of un- 
certainty as regards the rediscount of bills by joint-stock banks with 
the Reserve Bank; and if, as we propose elsewhere, the published 
rate of the Reserve Bank is its rate for the rediscount of first class 
trade bills, which will be its lowest operative rate, the money 
market as a whole should gradually come to take advantage of this 
rate as a natural practice in lieu of the present crude method of tak- 
ing advances against securities at a higher rate for shorter periods. 
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THE BANKING SYSTEM AND THE MONEY MARKET— 

( contd .). 

The Reserve Bank — Its necessity. 

605. We have had frequent occasions m the preceding chapters 
-to stress the necessity for a central banking institution in India 
for securing the development of the Indian banking and credit 
system on a sound and proper basis. Some of the Provincial 
Committees have also recommended the early establishment of 
the Reserve Bank the inauguration of which was recommended by 
ithe Royal Commission on Currency and Finance five years ago. 

It is the unanimous opinion of all authorities on the subject that 
the first step to remove many of the defects in the existing system 
is to bring the Reserve Bank into being. The foreign banfnng 
experts went so far as to say that it is one of our principal duties 
lo recommend that the Reserve Bank should be established in 
India as soon as possible and that this institution should be free 
from political influence. We agree with the Royal Commission 
on Indian Currency and Finance, 1926, that the existing system 
•of control of currency and credit in India which is in the hands of 
Government and the Imperial Bank of India respectively is defec- 
tive, and we are convinced that no substantial progress is possible 
unless and until the control of credit and currency in India is 
placed in the hands of a single authority. We accordingly con- 
sider it to be a matter of supreme importance from the point of 
view of the development of banking facilities in India, and of her 
economic advancement generally, that a Central or Reserve Bank 
should be created at the earliest possible date. The establishment 
of such a bank would by mobilization of the banking and currency 
reserves of India in one hand tend to increase the volume of credit 
available for trade, industry and agriculture and to mitigate the 
•evils of fluctuating and high charges for the use of such credit 
.caused by seasonal stringency. 

Proper type of Reserve Bank. 

606. The question whether the details of the constitution of a 
'Reserve Bank came within the purview of our committee has been 
•open to doubt from the outset of our deliberations, and the Chair- 
man has been asked to give a ruling on the subject on more occa- 
sions than one. The object with which our Committee was ap- 
pointed was stated in a circular letter issued by the Government of 
India to the Provincial Governments on the 3rd April, 1929, in 

( 417 ) 
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the following terms which were taken from a statement, made by 
the Hon Fie the Finance Member in the Legislative Assembly : 
“The formation of a Central or Reserve Bank is desirable in order 
that India may be equipped with a mechanism for the control of 
currency and credit on the lines approved by modern experience. 
At tiie same time, the Government can only proceed subject to their 
being satisfied as to two conditions : first, that the organization 
of thg Bank is securely settled on sound lines, and secondly, that 
there is a measure cf general support among the representatives of 
public opinion for the proposals. Full advantage should be taken 
of any interval which may occur before these conditions are ful- 
filled and the time is again ripe for reviving the proposals for a 
Reserve Bank hv inaugurating an enquiry into the general banking 
organization of the country which is intimately connected with the 
question of a Central Bank. For a Central Bank is essentially 
the crown of the whole structure of banking in its widest sense, 
and if it is well designed to meet the practical requirements of the 
country it must be adapted to the banking organization of the 
country on which it should rest. Viewed from this angle, a bank- 
ing enquiry will be of value in throwing light on the actual situa- 
tion throughout the country and in instructing public opinion as 
to the main requirements/' 

On the other hand, the terms of reference to our Committee* 
did not specify its functions in regard to the Reserve Bank. In 
February last, when the proceedings of the Indian Round Table 
Conference were published in India, it was found that there had 
been general agreement at that Conference that “efforts should be 
made to establish on sure foundations and free from any political 
influence, as early as may be found possible, a Reserve Bank wffich 
will be entrusted with the management of Indian currency and 
exchange", and that His Majesty’s Government had expressed the 
view that this matter was one of those which “will have to be 
provided for somehow in the new Constitution". In view of these 
various considerations, it was ruled by our Chairman that it was 
for the framers of the Constitution to decide what steps should 
be taken to ensure the condition envisaged that the Bank should 
be on a sure foundation and free from any political influence, and 
he ruled out of discussion by our Committee questions bearing on 
that point, e.g ., (1) whether the Bank should be a State Bank 
or a Shareholders’ Bank, and (2) what should be the composition* 
of its directorate. In order, however, to arrive at a basis on which 
our recommendations about the working of the Reserve Bank and 
its relations with the Money Market should be formulated ^ we 
unanimously agreed to proceed on the following assumptions : — 

(1) The Reserve Bank would be established by an Act of 
the Indian Legislature, 
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(2) The capital of the Bank would be provided by the State , 

(3) The Bank would be under Indian control, and 

(4) The Bank would be free from interference from execu- 

tive or legislature (Indian or British) in its day-to- 
day administration. 

ft must Le clearly understood that all the recommendations m 
our report which envisage the establishment of a Reserve Bank 
are based on these assumptions- We may add in tin-* connection 
that the foreign experts have expressed the opinion that a Reserve 
Bank can be run on sound lines whether it is formed as a State 
Bank or as a Shareholders 5 Bank, provided that the Bank is kept 
free from interference by Government in its daily administration. 


Some Provisions of the Reserve Bank Bill of 1928 examined. 


607. The two principal tasks of the Reserve Bank will be to 
maintain the international value of the rupee and to control the 
credit situation in India, which would include the rate of interest 
at which credit would be available to trade and industry. It has 
been suggested to us that the provisions of the Bill of 1928 are 
not quite satisfactory so far as the Reserve Bank’s task of 
regulating internal credit is concerned. This difficulty arises from 
the fact that the Bill does not take fully into account the absence 
of a well developed and extensive bill market in India. We have 
used the word ‘ fully ’ advisedly, for the framers of the Bill have 
recognized that the financing of industry and the movement of 
crops in India is at present effected mostly by cash credits and not 
by bills. They realized that it would be difficult for the Reserve 
Bank to assist other banks in providing the necessary credit facilities 
without some temporary provision for permitting it to grant loans 
and advances on the security of the promissory notes of scheduled 
banks, supported by documents evidencing title to goods which have 
been transferred, assigned, hypothecated or pledged to any such 
bank as security for credit granted for bona fide commercial or trade 
transactions or for purposes of financing seasonal agricultural opera- 
tions or the marketing of crops. We consider that this provision is 
only a partial remedy to the existing situation. In the first place, 
the number of member banks would at the outset be only about 60, 
of which 18 are exchange banks mostly unconnected with argicul- 
ture and inland trade. In the second place, it is not inconceivable 
that owing to the absence of an extensive bill market in India which 
would ordinarily enable the Reserve Bank to enforce its credit 
policy by its operations therein, the Reserve Bank may have to 
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follow instead of controlling the member banks with regard to the 
interest rates in the country in the busy season. As a result, the 
position in India after the Reserve Bank is established may differ 
little from what it is to-day, and the wide range of interest rates 
caused by the slack and the busy seasons may still continue to the 
detriment of the economic life of the country. Owing to these 
considerations, we agree with the foreign banking experts that 
additional provision should be made in the Reserve Bank Bill enab- 
ling the Bank to make loans and advances on the security of 
movable goods, wares and merchandise, as well as against the 
warehouse warrants or warehouse receipts representing such goods. 
This provision may perhaps be criticized as likely to encourage too 
much competition between the Reserve Bank and the other com- 
mercial banks in the country. We agree that the Reserve Bank 
should not ordinarily compete with commercial banks for profit, out 
in our opinion it ought to be in a position to operate in the open 
market and compete with the commercial banks so as to make its 
policy effective. We contemplate that the Reserve Bank need not 
necessarily avail itself of this provision to a large extent, but the 
mere fact of its existence will enhance its influence on the level 
of interest rates. We might also draw attention to the fact 
that a number of the recent modifications to the South African 
Reserve Bank Act have been on the above lines, the object being 
to render its working more effective. 


008. We have mentioned in paragraph 480 that we contemplate 
the introduction of rupee import bills as a possible and desirable 
future development of the Indian bill market. When this develop- 
ment takes place, we think it necessary that the Reserve Bank 
should have powers to purchase, sell and rediscount- such bills. The 
provisions of the Bill of 1928 confined the business of the Reserve 
Bank to the purchase, sale and rediscount of bills of exchange and 
promissory notes draivn and payable in India. As rupee import 
hills would be drawn out of India, we suggest that the Bill should 
he amended so as to omit the condition that the bills should be 
drawn in India. 

609. We have considered the provision in the BilJ which 
restricts the total holding by the Reserve Bank at any time of 
agricultural bills of a maturity longer than three months to one- 
fourth of the total face value of all bills including promissory 
notes, purchased or rediscounted by the Bank up to th&t time. 
It has been suggested to us that this limit, coupled with the compara- 
tively small volume of bills in the Indian Money Market in the 
present circumstances, may operate as an undesirable impediment 
in the way of the Reserve Bank giving the full financial assist- 
ance required by agriculture which is the chief industry in India ; 
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and that it may be useful to have another over-riding maximum 
so fixed as to take into account not only the need for liquidity of 
the Reserve Bank’s assets but also the essential requirements of 
agriculture. We have recommended a scheme for bringing a large 
body of indigenous bankers into the Reserve Bank system, if 
that scheme were carried out, we believe that a greater proportion 
of the agricultural population would come within the purview of 
the Reserve Bank’s operations than would be the case if the 
Reserve Bank dealt only with the joint-stock banks and provincial 
co-operative banks as contemplated in the Bill. Conditions for 
extension of the bill market would then be created^ and the indi- 
genous bankers, whose knowledge of local and trade conditions must 
form the basis of good bills, would be enabled to provide the com- 
mercial banks and the Reserve Bank with a gradually increasing 
number of genuine trade bills. Partly for this reason and partly 
because we have suggested the extension of the powers of the 
Reserve Bank to grant financial facilities not only by purchase 
and rediscount of bills but also by grant of advances against goods 
and warehouse receipts, we do not think that the limit prescribed 
in the Bill of 1928 will operate as a handicap to the agricultural 
industry when the arrangements contemplated by us have fully 
been developed. To avoid any possible inconvenience to the industry 
at the early stages of the proposed arrangements, however, we 
recommend that if the limit prescribed in the Bill of 1928 is at 
any time less than the share capital of the bank, the total face 
value of agricultural bills or notes purchased or rediscounted by 
the Reserve Bank may, at the discretion of that Bank, go up 
to the amount of the share capital. 

610. As India is predominantly an agricultural country it was 
provided in the Bill that, while commercial bills purchased or 
rediscounted by the Reserve Bank should be such as mature within 
90 days of the date of such purchase or rediscount, the currency 
of agricultural bills might extend to 6 months. It was expected 
that this provision would enable the Reserve Bank to give all the 
facilities required in connection with seasonal agricultural opera- 
tions or the marketing of crops. We consider the provision 
adequate so far as the marketing of crops is concerned. But 
seasonal operations in India extend over a longer period than six 
months. On the other hand, as ordinarily the Reserve Bank 
will only purchase or rediscount agricultural bills from member 
banks, it might be expected that these banks would hold the bills 
for a certain period of their currency. Taking both these con- 
siderations into account, we recommend that the period of six 
months for agricultural bills in the Bill of 1928 may be extended 
to nine months as being more suitable to meet the conditions of 
agriculture in India. 
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611. There are a few miscellaneous amendments which w T e 
have to suggest in the Bill : — 

(i) The Bill empowers the Reserve Bank to act as agent for 
the Secretary of State in Council, the Governor General in 
Council or any local Government in regard to various transactions. 
We consider that the Bank should also be permitted to act as 
agent for any Indian State that may desire to utilize the services 
of the Reserve Bank for that purpose. 

We have considered in this connection a suggestion that has 
been made to us that the Reserve Bank should be permitted to 
act as agent for member banks in the same way as it is empowered 
to act as agent for central and provincial Governments; and that, 
in addition, the Reserve Bank should also undertake to act as 
agent in any place outside India for member banks and to sell 
foreign currency or pay out in foreign currency on their behalf, 
to collect bills m foreign countries and to accept against adequate 
securities in India bills drawn by or on behalf of member banks. 
The foreign banking experts have objected to this extension of 
the task of the Reserve Bank in the following extract from their 
report : — 

“We fully agree with the opinion expressed by the Joint 
Committee of the Legislative Assembly, to which the 
Reserve Bank Bill was referred. In their report of 
the 18th August 1927, they wrote on page 8 against 
sub-clause (13) : — 

'We think that the power of the Reserve Bank to 
open accounts and act as agents of other banks 
should be restricted to central banks which are 
the principal currency authorities in their respec- 
tive countries and among which we include the 
Federal Reserve Banks in the United States of 
America. * 

We consider this the right conception in accordance with 
the practice in most other countries. Especially with 
regard to the foreign exchange business of the 
Reserve Bank, we see great objections to the Bank 
acting as agent for member banks, using part of its 
holdings in foreign currency and doing acceptance 
business on behalf of these member banks. The 
activities of the Reserve Bank in the field of foieign 
exchange must on principle be restricted to what is 
necessary for performing its principal duty, t.e., to 
keep the currency of the country at par with gold, 
in any case at a value between the upper and the 
lower gold points. It would be dangerous in our 
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opinion to encroach upon this principle by inducing the 
Reserve Bank to place part of its foreign assets at the 
disposal of* member banks on behalf of their foreign 
exchange business.’ * 

We agree with the foreign experts that the proposed extension 
of the activities of the Reserve Bank is undesirable. We wish 
to add the additional reason that both the Royal Commission on 
Indian Currency and Finance, 1926, and the Bill of 1928 contem- 
plated the Reserve Bank operating in the open market only when 
such a course was necessary for making its currency and credit 
policy effective, and that to impose an obligation on the Bank to 
carry out agency functions on behalf of member banks might make 
it necessary for the Reserve Bank to be in the market even when 
it was not required for the enforcement of its policy. The fact 
that the suggested provision will only be permissive does not take 
away the force of our argument. 

(ii) Provision has been made in the Bill enabling the Reserve 
Bank, subject to certain limitations, to purchase and sell securities 
of the Government of India or of a local Government or of a local 
authority in British India. In addition to these securities we 
recommend that if any securities were issued with the guarantee 
of Government both for capital and interest, the question of in- 
cluding them in the list of securities eligible for purchase and sale 
by the Reserve Bank should be considered. 

(iii) The powers of the Reserve Bank to borrow money are 
limited to the amount of the share capital of the Bank. We think 
the limit should be extended to the share capital and the reserve 
fund of the Bank. 


Schedule of Member Banks. 

612. The Bill of 1928 included a schedule of banks that were 
entitled to certain rediscounting facilities from the Reserve Bank 
in return for certain obligations imposed on them. The most 
important of these obligations is that a scheduled bank should 
maintain with the Reserve Bank free of interest a certain prescribed 
balance based upon the demand and the time liabilities of the bank 
to the public in India. As the necessity of these deposits has 
been questioned in certain quarters, we give below an extract from 
Messrs. Premchand Roychand and Sons’ Annual Market Review 
for 1927 

“A great deal of the objection arises out of the fact that 
the public have not yet clearly apprehended the way 
in which the holdings of bankers 1 balances by statutes 
helps the Central Bank effectively to control credit. 
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Expenses of a joint-stock bank in carrying on its- 
business, apart from salaries paid to its employees, 
rent of offices, etc., are the loss of interest it suffers 
in respect of that part of its resources — called cash 
reserves — which is kept as a non-interest-bearing 
balance with the Eeserve Bank or in the form of 
cash. The smaller these reserves are, the greater is 
its profit. The banks therefore aim at limiting their 
cash reserves to just so much as, in their opinion, 
must be kept in this liquid form to meet their current 
engagements. Supposing the joint-stock banker is 
satisfied that a cash reserve of Yl\ per cent of his 
current liabilities is sufficient to meet his current 
engagements, and supposing that the Eeserve Bank 
Act compels him to keep 7£ per cent of his current 
sight liabilities as a balance with that bank, he would 
hold in his vaults 10 per cent in cash. . Every time 
the cash in his vaults decreases below this limit, he 
will be anxious to restore the position and that he 
can best do by obtaining the necessary cash through 
re-discounting some of his bill portfolio with the 
Eeserve Bank, or taking some advances from it against 
approved securities. In no event, however, could the 
banker allow his cash balance to run down to any- 
where near the per cent which he is compelled to 
keep with the Eeserve Bank. The smaller, therefore, 
the margin between what he has to keep as a reserve 
balance with the Eeserve Bank and the amount of 
the total cash reserves on which he is working, the 
greater the likelihood of his having recourse to the 
Eeserve Bank for facilities and the greater, therefore, 
the Eeserve Bank’s power to enforce its policy.* * 

Sir Osborne Smith, with whom we discussed the matter, 
considers that it is absolutely essential to the control of credit 
that the exchange banks and the other member banks should keep 
an adequate and substantial percentage of their time and demand 
liabilities with the Eeserve Bank and that this is a primary reason 
why the central banking institution is debarred from doing ordinary 
banking business. We agree with these views and we do not 
suggest any change in the provisions of the Eeserve Bank Bill of 
1928 in this matter. 

613. The Bill of 1928 provided for the grant of rediscount 
facilities to provincial co-operative banks but did not place any 
obligation on these banks to maintain interest-free balances with 
the Eeserve Bank. In paragraph 140 we have suggested that a 
number of indigenous bankers who confine their activities to 
banking proper should be brought within the Eeserve Banking 
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system and that some concession should be given in regard to the 
maintenance of free balances by such bankers. We suggest that 
these matters be provided for in the Reserve Bank Bill. 


Reserve Bank Policy and Relations between the Reserve 
Bank and other Banks. 

614. It can hardly be expected lhar the creation of the Reserve 
Bank will be universally welcomed by the existing institutions. 
Its privileges as Government banker, its free funds provided largely 
by the other banks, its potential competitive capacity, and its 
control of the note issue, will all tend to engender in the early 
stages at any rate a feeling of suspicion against it, and to delay 
that unification of, and co-operation between, the various sections 
of the money market which is the ultimate object underlying its 
establishment. It is essential, therefore, that from the time of 
its inception it should direct its policy towards gaining the con- 
fidence and willing support of the existing banks, so that if and 
when control may become desirable or necessary to the temporary 
disadvantage of any section of the market, such control may be 
exercised and received without any feeling of antagonism or ill- 
will. In the initial stages, therefore, practically everything will 
depend on the management of the Reserve Bank. The transfer 
of the Government bo lances from the Imperial Bank of India to the 
Reserve Bank, and the working of the provisions regarding main- 
tenance of free balances by member banks with that Bank, will 
have to he effected with the greatest possible care in order to avoid 
any disturbance in the banking machinery of the country. 
We agree with the oft-expressed opinion of the foreign 
experts that the satisfactory working of the Bank must 
depend finally on its having first class men in charge of its 
affairs. In the course of our conversations with these experts there 
was at times some difference of opinion as to whether certain regu- 
lations should be prescribed by law T or should be left to the discretion 
of the management. The general opinion of those experts who 
have had working experience of Reserve Banks in other parts 
of the world was to leave as much as possible to the manage- 
ment ; in other words to allow banking practice to develop on 
convention rather than on legislation. Possibly w T e ourselves, in 
our anxiety to complete the detailed plans of the Reserve Bank’, 
have suggested legislation on points which might be considered un- 
necessary in other countries. Our desire, however, has been to 
indicate further details of policy for the guidance of the authorities 
of the Reserve Bank, the carrying out of w r hich will at all times cab 
for tact, sympathy and understanding on the part of the executive. 
Our object is to make the existing machinery of banking and finance 



426 


CHAPTER XXII. 


run more smoothly for the general welfare of the community, from 
*he humblest ryot to the largest industrialist, and this will not 
be possible if the Reserve Bank is looked upon as an enemy or 
a parasite which is only to survive at the cost of existing institu- 
tions. It may be inevitable at first that the Bank will be looked 
upon as an engrafted and extraneous body, but if its policy is 
directed on the right lines, it should not be long before it is 
regarded as a natural and healthy growth which has evolved 
from and for the benefit of the banking system of the country 
as a whole. 



CHAPTER XXIII 


THE BANKING SYSTEM AND THE MONEY MARKET— 

( contd .). 

Miscellaneous. 

615. We shall deal in this chapter with certain miscellaneous 
matters relating to the Indian banking system. 

A Bankers’ Association. 

616. Witnesses have suggested that there is no co-operation 
between the Imperial Bank of India and the other joint-stock 
banks in the country, and that it would be to the advantage of 
the banks if a Bankers’ Association were formed by the Imperial 
Bank on the lines of the Exchange Banks’ Association where 
questions affecting the common interests of banks, including the 
Imperial Bank of India, could be considered. The Managing Gov- 
ernor of the Imperial Bank of India, on the other hand, 
has stated that there is co-operation between the Imperial 
Bank and the other joint-stock banks and that leading officers 
and directors of most of the joint-stock banks discuss in the 
most friendly manner matters of common interest with senior 
executive officers of the Imperial Bank. His own opinion 
is that this relationship between the Imperial Bank and the 
other joint-stock banks is preferable to what would exist were a 
Bankers’ Association formed, of which all would be members. He 
has added that such an Association, when the time is ripe for it, 
should be confined to banks of more or less equal standing doing 
similar business and having the same problems to face. If the 
Imperial Bank of India was a member, that bank would, in his 
opinion, dominate the deliberations of the Association to an 
undesirable degree, with the result that the healthy development 
of the smaller banks by their own efforts would be I’etarded. 

617. The United Provinces Banking Enquiry Committee have 
strongly urged the formation of provincial bankers* associations 
with branches in important towns, of which not only the joint- 
stock banks but the indigenous bankers should be members. 
The principal object of such an association would be to enable 
banks and bankers to arrive at a better understanding of their 
common problems and interests. The association would also take 
steps to collect information regarding the practices in various 
markets relating to hundis and so far as possible to standardize 
them. 
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Exchange Banks’ Associations. 

618. The Exchange Banks have organized themselves into Asso- 
ciations at all places and such Associations exist in Calcutta, 
Bombay, Madras, "Rangoon and Karachi. Any bank, Indian or 
foreign, is eligible for membership of the Exchange Banks' 
Association, provided it does exchange business and is willing to 
subscribe to the rules and regulations of the Association. The 
object of the Association is to maintain a uniform standard for 
certain routine operations, to secure harmony in the conduct of 
business and to safeguard the rights of its members. The Asso- 
ciation now comprises not only the British exchange banks but 
also other foreign hanks but no Indian jomt-stock bank transacting 
exchange business is at present a member of the Association. 

Indigenous Bankers’ Association. 

01U. The Bombay Committee report that there are diverse castes 
and classes of indigenous bankers and that in certain large centres 
they have their associations. Within its own sphere, each of 
these associations conducts its business on well defined lines and 
is governed by its own regulations. Questions of common interest 
are considered at meetings of such associations where members’ 
differences, and disputes regarding business matters, are also 
settled. Members of one association have dealings with those of 
another, but there is no organization for the interchange of intelli- 
gence concerning the credit position of constituents, for the enun- 
ciation and adoption of policy and methods of work, or for the 
regulation and promotion of inter -,' shroff business. It has been 
suggested to the Bombay Committee by witnesses that a central 
association of indigenous bankers should be formed at each import- 
ant centre. 

All-India Bankers’ Association. 

6*20. We have already referred in Chapter XIX to the creation 
of an all-India Bankers’ Association. Such an Association should 
be inaugurated as early as possible and should include as members 
not only the joint-stock banks but also the exchange banks, the 
Imperial Bank of India and the indigenous bankers. We suggest 
that there should he two kinds of membership, namely, full mem- 
bership and associate membership. The former would be open 
to those banks and bankers enjoying rediscount facilities 
from the Reserve Bank. The latter would comprise the rest 
of the banks and bankers and there would be transfers 
from one ciass to the other depending upon the member’s 
relations with the "Reserve Bank. Such an association should 
be able to do most valuable work in the direction of 
improvement of standard, elimination of elements of weakness,, 
and fostering the combination of smaller banks into larger units. 
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What the constitution of such an association should be may be 
left to the banks and bankers concerned to settle. We are parti- 
cularly anxious that the indigenous banker should be brought into 
line with the other organized banking institutions, and we can 
see no better method of achieving this purpose than by including 
them in one single association with other banks. 

621. The association which we have recommended must have 
an all-India cenue for its operations. We realize that a central 
body working at its headquarters which may be removed from 
seme of the provinces may not be able to deal with all the local 
problems that may arise. For this purpose, the all-India Associa- 
tion will probablv require provincial branches to consider problems 
of local interest, problems of all-India importance being dealt with at 
headquarters. Both in the all-India Association and in the pro- 
vincial branches, the system of working by committees may be 
found most convenient. 

Exchange Brokers* Association. 

622. In Calcutta there are two Exchange Brokers’ Associations, 
one European and the other Indian, and the exchange business of 
the exchange banks is restricted to members of these two Brokers’ 
Associations. When an Indian exchange broker dies, his place 
is said to remain vacant, but this practice, we are told, has been 
adopted at the desire of the Indian brokers that they should limit 
their numbers. In Bombay, there is only a European Exchange 
Brokers’ Association, and in the case of Indian brokers, though 
they have been asked by the exchange banks on several occasions 
to form an Association of their own, there has been no practical 
result in that direction. The exchange banks, therefore, carry on 
their business with the European Exchange Brokers’ Association 
and also with such Indian brokers as are on the approved lists 
of these banks, business being conducted in both cases under the 
same rules. Both European and Indian brokers are required to 
make a deposit of its. 10,000 either in cash or in Government 
securities, as a guarantee of ratification of contracts, and the 
brokers are, therefore, called deposit brokers. The exchange banks 
also do business with other Indian brokers not on their approved 
lists, but this business is strictly limited to other than exchange 
business. 

623. We consider that the existing arrangements under which 
there are more associations than one at the same centre are un- 
desirable and that all engaged in exchange-broking should have 
one association at each centre. 

Clearing Houses. 

624. The part played by the Imperial Bank of India in the 
conduct of the Clearing Houses has been referred to in a previous 
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chapter. We have received complaints that admission to the Clear- 
ing House is closely guarded and that Indian banks find it extremely 
difficult to gain admission. It is commonly believed that this 
state of affairs is due to the fact that the majority of the members 
of the Clearing Houses are non-Indian banks. The Managing 
Governor of the Imperial Bank of India has, however, assured 
us that the complaints were not well founded; that membership 
of the Clearing House involved great obligations ; that applications 
for admission were considered on their me; s ; and that even in 
England the number of members is only 10, oilier banks doing their 
clearing through these ten banks. 

625. The Managing Governor of the Imperial Bank of India 
has made the following suggestion in order to improve the present 
position : — 

“Every Clearing House should be controlled by a body 
which some usually call the Clearing Bankers’ 
Association. This body should be incorporated and 
have its own rules and it should manage the Clearing 
House in every detail; it should have its own banker 
as should every member. In India such a body has 
never been firmly embodied, its functions having been 
largely performed by the Imperial Bank or its pre- 
decessors. There has thus been confusion and, not 
infrequently, it has appeared that other banks have 
regarded their accounts with the Imperial Bank of 
India as being nothing more than a part of the 
Clearing House and a means of settling their differ- 
ences in the clearing. They appear to have over- 
looked that in addition to the balance required to 
meet their clearing differences their balances should 
cover the work involved as in the case of an ordinary 
constituent and also the cash reserve which we 
must maintain to meet the requirements of all their 
constituents. In the interests of all concerned, I 
think the Association of Clearing Banks should be 
incorporated as soon as possible. Another important 
reason is that in its present position the Imperial 
Bank might possibly be held solely liable in cases 
where the true liability rests upon all the members 
using the Clearing House.” 

626. It may be mentioned in this connection that the Joint 
Committee on the Reserve Bank Bill considered the desirability 
of making specific provision in the Bill for empowering the 
Reserve Bank to supervise Clearing House business and came to 
the conclusion that it was hardly necessary to make special pro- 
vision for this purpose as the supervision of Clearing Houses w r as 
so clearly a business of the Reserve Bank that it would cert n inly 
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undertake the obligation without special provision. We agree- 
with the conclusion of the Joint Committee. 

We hope that in the meanwhile admission to the Clearing House 
will be so regulated as not to give rise to justifiable complaints on 
the part of Indian banks. 


Statistics. 

627. We are greatly struck by the absence of published statistics 
in regard to the operations of indigenous bankers. We have also 
had occasion to refer to the position of the exchange banks, 
which are not required to publish separately any figures relating 
to their operations in India, though figures of their Indian 
deposits and cash balances are as a matter of courtesy supplied to 
the Director General, Commercial Intelligence, Calcutta, through 
the India Office, in a consolidated form for all banks. The Direc- 
tor-General’s publication, “Statistical Tables Delating to Banks 
in India”, does not give all the details that are important from 
a banking point of view even in regard to joint-stock banks. Nor 
does it give any figures relating to banks whose capital and 
reserve is less than Us. 1 lakh. The value of such figures as are 
published is also greatly discounted by the inordinate delay that 
the Department takes in bringing out the publication. For 
example, the Statistical Tables for 1928 were only available a few r 
months ago. We hope that when the Reserve Bank is established,, 
it will be one of the primary functions of that Bank to consider 
this question and to arrange for the compilation of proper statistics 
relating to the operations of banks and indigenous bankers and for 
their timely publication. In the meanwhile, we would suggest for 
the consideration of Government that efforts should be made to 
obtain more complete statistics for the various classes of banking 
institutions on the lines recommended by us in our report and to 
publish them as early as possible so as to avoid the inordinate delay 
to which we have referred. 



CHAPTER XXIV. 


SAVING AND INVESTMENT HABIT. 


General Position. 

628. The development of banking depends to a very great extent 
on the growth of the investment habit which in its turn depends 
on the earning capacity of the people, their will to save, the in- 
centive to save, and the facilities for investment. Some of the 
Provincial Committees point out that the surplus left with the 
agriculturists, who constitute the bulk of the population, is very 
little even in normal years. To the few wealthy agriculturists, 
who have a surplus during prosperous seasons, land or jewellery has 
.greater attraction as a form of investment than interest-bearing 
bank accounts, postal cash certificates, Government securities, or 
industrial stock. Moreover, it appears from the reports of the Pro- 
vincial Committees that money-lending is fast becoming a particu- 
larly attractive form of investment to the agriculturists having 
surplus funds. The landed aristocracy in several places is reported 
to be far from solvent. In any case, its wealth, consisting mainly 
of land, could add little to the capacity of the capital-market of the 
-country. The other well-to-do classes, the commercial community 
and the salaried and the professional sections of the middle class, 
have the capacity as well as the will to save and they select such 
forms of investment for their surplus as have special attractions for 
them. The salaried class is on the whole content with a low but 
assured income from investments and prefers to invest in post office 
savings banks, postal cash certificates, or Government securities. A 
considerable section of the well-to-do classes also prefers gilt-edged 
securities. We understand, however, that owing to the fall in the 
value of such scrip during the last few years, this form of invest- 
ment has become less popular now-a-days. These cautious and 
conservative classes of investors also deposit their savings with 
banks. 

629. The commercial community generally prefers to invest 
surplus funds in short-term deposits or treasury bills when those 
are available. It also subscribes to the share capital and deben- 
ture issues of joint-stock concerns. It appears, however, that 
numbers o* merchants, and even certain classes of indigenous 
bankers, invest their funds largely in the purchase and mortgage 
of land and building. During the war boom period a good deal 
of money was invested by the commercial community in real 
estate and although there has since been a slump in the value of 
property, land investment, which serves as an unfailing source 
of credit in times of need, is still popular, but at the present time 
'funds available for such investment are limited. 
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630. To the Muhammedan also, investment in land appeals 
the most. The Koranic injunctions forbid interest. The orthodox 
section of the community is, therefore, deterred from investing its 
funds in interest-bearing deposits or scrips. Capital appreciation 
is not, however, regarded as interest, so that real estate is the only 
means of investment for that section. We understand that indi- 
viduals here and there and a small section of the mercantile and 
professional classes leap over or creep under the ban on the taking 
of interest. 

631. Next to land, jewellery is a form of investment common 
both to the rich and the poor, the town and the country. Every 
year large sums are invested in ornaments and jewellery in every 
province. To hold small savings in jewellery is a practice rooted 
in ancient custom and usage. Various economic and social causes 
have influenced its growth. In the earlier days, lack of banking 
facilities, of suitable means of investment ensuring safety, and 
of ready realisability of savings, militated against the investment 
of savings for productive purposes and fostered the predilection for 
gold and silver ornaments. The Hindu law of inheritance appli- 
cable to certain sections of the community which debars women 
from receiving anv share of immovable property has encouraged the 
practice of giving stridhan to women in the shape of gold orna- 
ments at the time of marriage. 

632. With the spread of education and the introduction of the 
banking system, however, there has been a reduction in the expen- 
diture on ornament and jewellery. Almost all the reports of the 
Provincial Committees bear testimony to this fact. The Punjab 
Committee state that the reports they received in regard to enquiries 
made on the subject, show beyond doubt that “the immemorial 
custom of putting savings, and also a proportion of borrowings, 
into jewellery is beginning to weaken. For the moment the 
change appears more marked than it really is, since much of it is 
'due to trade and agricultural depression. But below this strong 
surface current may be clearly discerned an under-current flowing 
in the same direction and generated by deeper and more permanent 
forces. Amongst the latter are education, the rising standard of 
living with its greater demand for money and wider facilities for 
investment”.* 

It will be seen from this extract that the predilection for orna- 
ments need not be regarded as inevitable. It has Keen found to 
be susceptible to change and it may be expected that with the 
diffusion of education among the masses, extensive propaganda 
concerning the economic use of one's resources and the invest- 
ments of one’s savings, and improved banking facilities, the expen- 
diture on jewellery would be still further reduced | and a larger 

* Punjab, para. 220. 
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share of the people’s surplus rendered available for augmenting the 
banking resources of the country. 


Hoarding. 

633. One of the important factors having a vital bearing on the 
development of the banking wealth of a country is the tendency of 
its people towards hoarding. There appears to be a general impres- 
sion outside India, and even among certain classes within the coun- 
try, that from the very commencement of her commercial inter- 
course with other countries India has imported considerable quanti- 
ties of gold which have disappeared into hoards. The word 
“hoarding** has, however, been loosely used by those who refer to 
the subject. No attempt is made to distinguish between the lock- 
ing-up of surpluses in gold or silver bullion or coin and the in- 
dustrial use of precious metals. 

634. The present position in regard to hoarding in India has been 
investigated by the Provincial Committees. But before we refer to 
their findings it would be desirable to recapitulate the observations 
made by some of the Currency Committees and Commissions 
appointed from time to time. The situation as regards the charac- 
ter and extent of India’s demand for gold was summed up correctly 
by the Babington Smith Committee (1919) in its report in the 
following words : — 

“It has frequently been alleged that an undue proportion of 
the world’s gold supply is absorbed by India. It must 
be remembered, however, that the population of India 
exceeds 315 millions, and that the use of gold (or, 
alternatively, of silver) plays an important part in 
social ceremonies sanctioned by religion and tradi- 
tion. Presents of gold or silver ornaments are obli- 
gatory at weddings and on other ceremonial occasions 
and this custom is supported by the practical consi- 
deration that a woman, whether Hindu or Moslem, 
who possesses gold and silver ornaments, or coins con- 
verted into ornaments, is entitled to hold tKem as Her 
personal property. It has also always been the habit; 
in India to use the precious metals as a store of value, 
and to hold savings in this form ; nor, until banking 
and investment facilities have been extended, and the 
habit of using them has Keen acquired by the people 
of India, is it easy to see in what other form savings 
can He accumulated. We 'do not, therefore, consider 
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that the quantity of gold taken by India for all pur- 
poses in the period before the war was dispropor- 
tionately large in relation to her economic conditions, 
and it must be assumed that so long as existing condi- 
tions prevail India will continue to require a consi- 
derable quantity of gold for the purposes named 
above.”* 

The following extract from a memorandum submitted to the 
^Committee by Sir Stanley Reed completes the picture : — 

India is still an illiterate country whose credit and banking 
facilities are miserably unorganized and where the 
practice of holding small savings in gold and silver 
ornaments is centuries old. Yet its normal demand 
for the industrial arts, and for the satisfaction of the 
social customs of three hundred and fifteen millions of 
people, was met before the w r ar by about ten millions 
of gold annually. The United States of America w^as 
reported recently to be absorbing a million sterling in 
gold per month for industrial purposes. Yet no one 
says that the United States is a bottomless sink in the 
matter of her gold absorption. It is stated that in 
England one of the most flourishing trades during the 
war was that in cheap jewellery, in which form the 
working classes invested a substantial proportion of 
their increased earnings. Every country in the world 
uses gold and silver for industrial and domestic pur- 
poses, and it induces a sense of angry injustice to find 
that the Indian demand for the precious metals, for 
precisely the same purposes, is perverted into senseless 
hoarding, specially when the history and conditions 
would justify a far larger gold absorption than the 
western nations with their general literacy and highly 
organized credit systems can claim.” t 

635. The External Capital Committee (1924), however, 
expressed its belief that India possessed a large share of poten- 
tial capital, much of which was locked up in bullion and jewellery. 
They considered that the fact that the net imports of gold and silver 
since the year 1913 amounted to 482 crores was evidence that 
large resources were still being hoarded, t The Royal Commission 
on Indian Currency and Finance, 1926, also stressed the point that 
India's demand for gold was not confined to monetary purposes 


# Report of the Babington Smith Committee, para. 63. 
t Report of Babington Smith Committee, Vol. Ill, page 130. 
t Report of the External Capital Committee, para. 8. 
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and that she had always absorbed gold and would probably continue* 
to do so in large amounts for purely social uses. In recommending 
the introduction of savings certificates payable in gold they stated 
that the proposal would attract “stores of wealth, great in aggre- 
gate, and at present lying wastefully inert, to their right function 
of meeting the needs of India for productive capital expenditure.”* 

636. The question of absorption of gold by India has alsa 
recently come under the scrutiny of the Gold Delegation, appoint- 
ed, in June 1929, by the Financial Committee of the League 
of Nations “to report upon the causes of fluctuations in the pur- 
chasing power of gold and their effect on the economic life of the* 
nations”. In its interim report we find the following reference 
made to the question of acquisition of gold by India : — 

“From time immemorial, the population of India has pur- 
chased very considerable quantities of gold. During 
the war years India was unable to satisfy her needs- 
and she consequently effected exceptionally heavy 
purchases about 1924. In the last four or five years, 
however, her demand has dropped back to between 
$80 — $90 million per annum — a rate of consumption 
rather less than that of the last pre-war quinquen- 
nium. We understand that attempts are being made 
to extend banking and investment habit in India, 
but we do not think it would be safe to anticipate any 
material reduction in the Indian demand for many 
years to come.”t 

637. It is the opinion of most of the Provincial Committees 
that the extent of hoarding in the country is greatly exaggerated. 
Only the United Provinces Committee states that “the average 
man usually insists on keeping his valuables in some secret hiding 
place”. + A few other Committees also refer to the tendency 
amongst certain classes, such as the aboriginal and nomadic tribes 
and zemindars in rural areas, to hoard, but the evidence recorded' 
by most of them and the information collected in the course of 
the intensive enquiries made in rural areas in some of the provinces 
show that the practice of burying precious metals underground or 
otherwise putting them completely out of use is disappearing and 
that if there is any hoarding, it is in the sense of investment im 


* Report of the Royal Commission on Indian Currency and Finance, 1026, 
paragraphs 64 and 68. 

t Interim Report of the Gold Delegation of the Financial Committee of the- 
League of Nations, pages 13 — 14. 

J United Provinces, para. 483. 
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•ornaments and jewellery, the value of which per Head of population 
is very small. There is no evidence of hoarded gold in bars in 
private households. Nor has any one of the Banking Enquiry 
Committees constituted by the Indian States had evidence of hoards 
of considerable magnitude in any State. Only a few reports make 
references to the practice of investments of saving's in gold and 
silver, which cannot be called high. 

638. Having examined the question in the light of the informar 
tion available to us, despite the absence of complete and reliable 
statistical information, we see no justification for the widespread 
belief that India has absorbed and still absorbs an undue proportion 
of the world’s go!d supply and that the accumulated treasure of 
centuries has bee3i lying in hoards buried deep in the ground or 
hidden in the houses of the people. In the days when life and 
property were not safe and when banking facilities were not avail- 
able, hoarding was inevitable. Social and economic conditions also 
influenced the predilectioi^of the people for the precious metals. 
Circumstances have, however, altered materially during recent 
years and there is little evidence of hoarding of precious metals in 
these days apart from the use of ornaments. 

639. We have also tried to examine whether it is a fact that 
India does absorb more than her proper share of the world’s pro- 
duction of precious metals. Approximate figures of the gold 
absorbed by India since 1493 were furnished by Mr. Joseph Kitchin 
to tlife Hilton Young Commission in a table showing the con- 
sumption of the world’s gold supply and the world’s stock of gold 
money from 1493 to 1924, based on the returns to the Bureau of 
the United States Mint, with his own estimates for the gaps. 
From this table, constructed as it was on the incomplete data 
available to Mr. Kitchin, it would appear that of the world’s 
estimated total gold output valued at £4,000 millions, India has 
absorbed approximately £553 millions worth of gold, or 14 per cent. 
According to another table prepared by Mr. Kitchin and placed 
before the Commission, India consumed 34 per cent of the world’s 
production of silver of which, it is estimated, nearly two-thirds 
may have been converted into ornaments or kept as store of wealth. 
Considering that India’s population is roughly one-fifth of the 
world’s population, her consumption of the precious metals can 
therefore hardly be said to be in excess of that of other countries. 

640. The following statement shows the value of imports and 
exports of gold coin and bullion to and from India for a series of 
years, as given in the Report of the Controller of the Currency 
for the year 1929-30.* 


* Report of the Controller of the Currency', 1929-30, page 50. 
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Value of Imports and Exports of geld coin and bullion for each quin - 
quennium (average) from 1900-01 to 1924-25 and for each of the 
official year* from 1925-26 to 1929-30. 


(Lakhs of Rs.) 



India’s imports for the years 1922 to 1925 were abnormal. The 
figures for these years should, therefore, be read with the figures 
for the previous years when, owing to the embargo, her imports 
fell. It will be seen from the table that since the year 1925-26 
there has been a decline in the tendency to import gold ; and we 
should like to reproduce in this connection the following extract 
from the Report of the Controller of the Currency for the year 
1929-30 : 0 

“The net imports (in 1929-30) w r ere 14,22 lakhs, seven 
crores less than in 1928-29, a drop of practically one- 
third. Out of this, only some five lakhs were tendered 
to Government in accordance with the provisions of 
the Indian Currency Act, as compared with two and 
a half crores in 1928-29 As the gold tendered on pri- 
vate account to the Bombay Mint for refining 
(practically all of which is the output of Indian gold 
mines) amounted to 1,134,087 fine tolas in 1928-29 
and 1,211,813 in 1929-30, which may be roughly 
valued at 245 and 262 lakhs respectively, the net 
private consumption of gold in India may be con- 
sidered to have fallen from tw r enty-one crores in 
1928-29 to sixteen and three-quarter crores in the year 
under report. The low* prices realized by India’s 
crops naturally reduced the surplus available for the 
purchase of the precious metals and later in the year 
the heavy fall in the price of silver increased to a 
certain extent the demand for it instead of gold. The 
low rates of exchange which prevailed throughout the 
year also made the price slightly dearer. 'Apart, how - 
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ever , fiom these obvious factors there does appear to 
be a steady decline in India’s tendency to import 
gold for private use 

641. Mr. Kitehin’s calculations and the later figures of the 
Controller of tHe Currency do not support the view that India has 
been absorbing more than her share of the world’s supply of the 
precious metals; and from the evidence which has been collected 
by the Provincial Committees it appears that almost the whole of 
her consumption is used for ornaments or in the arts. According 
to Mr. Kitchin’s calculations referred to above, no less than 30 
per cent of the aggregate gold output of the world was consumed 
by Europe and America for non-monetary purposes. This being 
so, it E hardly to be. wondered that 14 per cent of the world’s 
gold supply takeii by India is absorbed for similal: purposes. 
It is necessary to mention in this connection that a portion 
of the gold is lost by wear and tear of the ornaments, and that 
the annual wastage on this account must be higher in India than 
in other countries owing to the peculiar customs connected with 
the use of the ornaments and their frequent handling, remaking 
and replacement for various ceremonials. 

Extension of facilities for investment. 

642. Although we doubt the existence of large hoards of wealth 
in this country, we should like to emphasize what we have already 
stated in chapter XIX on the subject of the possibilities of deve- 
loping deposit-banking in this country. The few existing branches 
of joint-stock banks and co-operative institutions in the cities as 
well as in the mofussil have been successful in drawing out 
small savings of small people in urban as well as rural areas. A 
good deal, however, yet remains to be accomplished. The man in 
the remote interior has yet to be reached. Slender savings of small 
men everywhere have yet to be garnered. We have no doubt that 
if systematic propaganda for stimulating .savings and cultivating 
the investment habit is carried on throughout the country and if 
the facilities for investment are extended, small men with savings 
would not be slow to respond. Savings Associations founded on 
the lines of similar associations in Great Britain will undoubtedly 
be oj great assistance in carrying out systematic propaganda for 
the development of 'the investment habit and ive have in the con- 
cluding paragraph of this chapter suggested the inauguration of such 
organizations. 

643. Various suggestions have been made by the Provincial 
Committees as to the measures tha.t should be taken for the exten- 
sion of facilities for the investment of savings in Post Office Sav- 
ings Banks, Postal Cash Certificates and Government Securities 
We shall deal with some of the important proposals in this ehap- 

* Report of the Controller of the Currency, 1929-30, para. 12. 
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Post Office Savings Banks. 

64^.1 . The Post Office Savings Bank is the most far-reaching 
agency created for the promotion of thrift. Its principal object is 
to inculcate the habit of thrift among the working classes and the 
middle and lower sections of the community. The majority of the 
depositors, however, belong to the professional classes and the in- 
telligent middle-class people. The labourer, the peasant and the 
artisan have yet to be drawn to the portals of the post office savings 
bank in increasing numbers. 

645. The limits of deposits that can be made and the total 
balance that can be held by a single depositor are now Es. 750 
and Es. 5,000, respectively, while the limit of balance in the 
accounts of minors is Es. 1,000 only. Various suggestions have 
been put f of ward for raising these limits We, however, concur 
in the recommendation made by the Bombay Committee that while 
the ordinary limits should remain as at present, the limit in respect 
of minor accounts may be raised.* 

646. It is suggested that Post Office Savings Banks should open 
current accounts with or without interest and allow withdrawal of 
money by cheques. We do not favour this proposal except that 
we support the suggestion that persons having savings accounts 
should be allowed to operate on these accounts, and to make 
deposits by means of cheques, the proceeds of the cheques in the 
Jailer case being credited to the depositor’s account on collection. 
The system may be first introduced, as a tentative measure, in 
selected post offices and gradually extended as experience may 
justify. Accounts may be allowed to be opened jointly in the 
names of two persons payable to either or survivor. It would be a 
great convenience if the depositor were allowed to name a nominee 
to whom payment of the deposit should be made in the event of 
his death. The present procedure necessitating an examination of 
the legal position of heirs entails delays. 

Postal Cash Certificates. 

647. There has been no marked increase in the issues of Postal 
Cash Certificates during recent years, as will be seen from the 
table appended to Chapter II. However, the amounts invested in 
these certificates show that they have been instrumental in draw- 
ing out a considerable amount of savings of small people to whom 
perhaps no other means of investment would have proved attrac- 
tive. 

It has been suggested that if a holder of these certificates were 
allowed to nominate a person to whom the amount may be trans- 
ferred in case of death, their popularity could be increased. We 
endorse the suggestion. 

648. Opinion is divided on the question popularizing these 
certificates. Some advocate more favourable terms to the investor, 


Bombay, para. 289. 
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.whereas others urge that the yield of investments in these certi- 
ficates being higher than the rates of deposits ordinarily allowed 
by commercial banks, these cash certificates enter into competition 
with banks and hamper the growth of deposit-banking. They, 
therefore, suggest the abolition of these certificates. We are in- 
clined to hold that between these two extremes lies the golden 
mean* 

Savings Certificates payable in gold. 

G49. The Royal Commission on Indian Currency and Finance, 
1926, has recommended the issue of gold savings certificates which 
could be sold for legal tender money and be redeemable, after three 
or five years, either in legal tender money or in gold at the option 
of the holder. Agreeing with the Commission that such certifi- 
cates would constitute a powerful incentive to investment, several 
Provincial Committees have supported this proposal. The Com- 
mission have expressed the opinion that it would add to the attrac- 
tiveness of the ceitificates if the holder were given facilities to 
obtain payment on account of such certificates at any time during 
their currency at a discount reckoned at varying rates according 
to the date of encashment, but that until the date of maturity 
it woidd be paid in legal tender currency and not in gold. We 
support these proposals* in principle, but we doubt whether it 
would be feasible to give effect to them under present conditions. 

650. It is suggested by the Bihar and Orissa Committee that 
a new type of gold certificate, which for want of a better name 
they call “stridhan certificate”, should be issued to women by 
the Post Office at the usual price or perhaps a slightly lower price 
than the postal cash certificate.! It is hoped that the incentive to 
earn interest may lead to the conversion of their superfluous orna- 
ments into such certificates. We support this recommendation in 
principle. 

Government Securities. 

651. It appears that the facilities afforded by the post office to 
investors for the purchase as well as the sale of Government securi- 
ties and for their safe custody are not sufficiently known. Under 
Section VI of the Post and Telegraph Guide, any person, whether 
previously a depositor in the Post Office Savings Bank or not, may 
invest through the Post Office in any loan issued by the Govern- 
ment of India bearing interest at per cent or upwards. The 
total amount, after deducting any sum sold through the Post 
Office, which may be invested through the Post Office by an indi- 
vidual investor in any one official year from the 1st April to the 
31st March inclusive, is Rs. 5,000. 

Investments in Government securities can be made either from 
money already deposited in the investor's Savings Bank account, 

* Vide Report of the Roval Commission on Indian Currency and Finance 
paras. 67 — 6S. 

t Bihar and Orissa, para. 486. 
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or from money specially deposited for the purpose, or partly from 
the one and partly from the other. 

The Post Office also sells at the current rate, and free of ex- 
penses, the whole or any portion of any Government promissory 
notes or stock certificates which may have been purchased for 
him through the Post Office, whether held by himself or held tor 
him by the Deputy Accountant-General, Posts and Telegraphs, 
provided that the investor is also a Savings Bank depositor at the 
time of application, and also that, if only a portion is specified 
for sale, the balance of securities left after the sale is of the nominal 
yalue of Es. 100 or a multiple of Es. 100. 

An investor has the option of taking delivery of the Government 
promissory notes or stock certificates or of leaving them in the 
custody of the Deputy Accountant-General, Posts and Telegraphs. 
Except in the case of investments in connection with public ac- 
counts or with regimental, police, or other conjoint accounts, 
the total amount which may be kept in the custody of the Deputy 
Accountant-General, Posts and Telegraphs, by an individual in- 
vestor is limited to Es. 22,500 in case of securities the interest on 
which is liable to income-tax unless they are retained in the custody 
of the Post Office. This limit is exclusive of securities issued free 
of income-tax as out of the conditions of subscription thereto. 

No fee, commission, or brokerage of any kind is charged for the 
purchase, sale, safe custody or delivery out of custody, of Govern- 
ment securities bought through the Post Office, or for the realiza- 
tion and remittance of interest on such securities. So long as 
Government securities purchased through the Post Office remain in 
the custody of the Deputy Accountant-General, Posts and Tele- 
graphs, the interest thereon is exempt from income-tax. 

We are of opinion that if wider publicity is given to the facili- 
ties thus afforded, it may attract a larger number of small investors. 

652. It has also been suggested that transactions in Govern- 
ment securities may also be encouraged if the aforesaid facilities 
are extended to small investors generally and not confined to those 
who are savings bank depositors. We endorse the suggestion. 

653. It has further been suggested that banks, too, may help 
tetter than the} do at present in popularizing investment in gilt- 
edged securities by reducing their charges for the purchase and 
tale of scrips, collection of interest, safe custody and other services 
incidental thereto, and by offering easy terms for the purchase of 
securities in instalments as the Imperial Bank of India does to 
promote new flotations. The Bihar and Orissa Committee have 
stated that the charges levied by the Imperial Bank of India for 
buying ar.d selling securities are excessive, being 50 per cent’ 
higher than those charged in England for similar services.* Wo 


♦Bihar and Orissa, para. 4£0. 
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have no information as to the charges levied by banks in England 
for such services. We have been told by the Managing Governor 
of the Imperial Bank of India that the charges levied by the Bank 
for such services are very reasonable for the business done. He 
has, moreover, urged that it is necessary to take simultaneously 
into account all the charges made by banks for different services 
rendered by them for keeping an account and that it would 
obviously be of little use to compare a single item out 
of many if one wished to compare the total cost of the ser- 
vices. He has also pointed out that there is nothing like the same 
free market for secuiities in India as in England. We, however, 
support the suggestion in principle and commend it for the con- 
sideration of banks. 

654. A suggestion lias been made that interest coupons should 
be attached to Government bonds. We understand that the issue 
of bearer bonds was discontinued by Government, as it was- 
believed that they were not popular. We have, therefore, no com- 
ments to make. 

Investment in Industrial Securities. 

655. Investors for this class of securities are drawn from a very 
wide circle, including all classes of people from princes and million- 
aires to clerks and shop-keepers. All over the world there are 
investors who are not content with a low yield of interest on their 
investments though steady and assured. They are not afraid of 
taking the risks ordinarily attendant on the investment of funds 
in stocks of industrial concerns and subscribe freely to the share 
capital and debenture issues of concerns which offer the prospect 
of a higher yield than that of gilt-edged securities and also of 
capital appreciation. In normal times no difficulty is experienced 
in India in finding capital for joint-stock concerns, provided there 
is a reasonable guarantee of good prospects and efficient manage- 
ment. The statistics concerning joint-stock companies in India, 
as given in the Government Publication No. 2212 (1930), show 
that In the year 1928 there were in existence 5,831 joint-stock 
companies with a paid-up rupee capital of Bs. 276 c-rores. These 
figures are exclusive of companies with capital in pounds sterling 
or other currencies. There is, however, no regular investment 
market in the country. Investment banking institutions with 
an organization for investigation into the merits of industrial issues, 
for underwriting such issues and for marketing the securities, are 
as yet unknown. Such institutions can, if founded, assist materi- 
ally in the flotation of sound concerns, give a ready marketability 
to their securities and inspire public confidence in such forms of 
investment. 

There are, however, stock exchanges at Bombay, Calcutta and 
Madras, which play a useful part in directing the flow of capital to 
industrial enterprise, by providing a market for the purchase and 



444 


CHAPTER XXIV. 


sale of recognized scrips. No regular stock exchange exists in 
provinces other than the three above-mentioned. The want of an 
exchange must seriously handicap joint-stock enterprises as well 
as investors, but unless there is sufficient business no exchange 
can be established. In the absence of local exchanges, however, 
the existing banks and their branches, including co-operative banks 
and other financial organizations such as the loan offices, the Chit 
funds and Nidhis , may render useful service by undertaking the 
work of buying and selling stocks and securities for their customers 
on a commission basis. 


Debentures. 

65(5. It has been represented to us by some of the witnesses 
that for various reasons debenture issues of industrial concerns are 
not popular in this country. We consider, however, that it would 
■be more correct to say that their popularity is limited to a small 
class of investors which is not interested in more speculative invest- 
ments. As a rule debentures charged on good undertakings and 
yielding a sufficiently attractive return appear to command a good 
price. The demand for them would naturally vary with the ebb 
and flow of prosperity in the industries concerned. It would also 
be influenced by the standing and reputation of the firms of manag- 
ing agents. 

657. We are told that the initial stamp duty on debentures and 
the duty on transfers, to a certain extent, also militate against the 
ready negotiability and, therefore, against the popularity of the 
debentures of industrial concerns. The Calcutta Stock Exchange, 
however, do not consider that the question of initial stamp duty, 
which is 1J per cent, has any bearing on the popularity or otherwise 
-of debenture issv.es. The transfer duty now varies in different pro- 
vinces from annas eight to annas twelve per cent, the same as for 
share transfers. We recommend that it may be reduced to a 
uniform duty of annas four per cent. Formerly, bearer deben- 
tures did not find favour with the investing public owing to the risk 
of loss, but we are informed that now they are more in vogue, the 
fact that their transfer does not entail additional duty being an 
attraction. 

Insurance Companies. 

658. Life insurance is an important factor influencing the deve- 
lopment of banking. Not only does a life insurance company 
perform a service similar to that of a savings bank in stimulating 
savings, but it also assists in mobilizing the savings of the people 
and transferring them from individual savers to borrowers, includ- 
ing Government, public bodies and industrial corporations. Life 
insurance is thus one of the forms of investment w T hich needs to 
be encouraged and developed. 

659. The benefits of the post office insurance fund are available 
<>nly to Government servants or servants paid from local funds. 
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It lias been suggested that postal insurance should be extended 
to the general public. In view of the existence of a large number 
of local life insurance companies, which are doing useful work in 
this direction, the proposal does not appear to meet with general 
approval, and we do not accordingly support it. 

660. Owing to the fact that many important insurance com- 
panies in India are non-Indian, the question of investment 
of their funds is one of peculiar interest from the point of view 
of developing the banking resources of the country. No 
statistics have been placed before us to show what portion of their 
funds is invested in India and how much outside ; but it is believed 
that much of their income is invested outside the country to 
the detriment of the development of the country’s resources, and 
it is therefore urged that these companies should be compelled by 
legislation to place an initial deposit with Government and to 
invest a fixed proportion of the premia received by them in the 
country in approved Indian securities. We consider it essentia! 
for the economic development of the country that all insurance 
companies doing business in it, whether Indian of non-Indian, 
should by a judicious investment of their funds assist in the pro- 
motion of public utility undertakings and the finance of the trade 
and industry of the country generally. We, therefore, recom- 
mend that legislation may be undertaken to render it obligatory 
on all insurance companies, Indian as well as non-Indian, to lodge 
an initial deposit with Government and to invest, and keep invest- 
ed, a fixed proportion of their premia funds in approved Indian 
securities. What the proportion should be may be determined by 
Government after investigating the situation in the light of the 
necessary statistics. 


Provident Funds. 

661. To a limited extent, provident funds started by public 
bodies and corporations fulfil the same object as insurance schemes 
in promoting thrift. 

The benefits of the provident fund are being gradually extend- 
ed to the employees of charitable and educational institutions and 
private commercial and industrial concerns, large as well as small, 
throughout the country. We understand some of the joint-stock' 
banks quote special rates of interest for the deposit of such funds. 
The value of all possible encouragement given by banks to 
institutions having as their object the promotion of the saving 
habit cannot be overestimated. 

Investment Trusts. 

662. In Great Britain and the United States of America, In- 
vestment Trusts have been instrumental in fostering the saving 
and investment habit of the people to a considerable extent. 
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Several witnesses have recommended that Investment Trusts 
should be formed in India and have pointed out that there is scope 
for them and that there are also men of ability available to manage 
them. One drawback pointed out, however, is the high rates of 
interest for money ruling in this country as compared with those 
prevailing in England and America, which would reduce profits. 
In our opinion the establishment of Investment Trusts is a matter 
for private enterprise and may be looked upon as a possibility, as 
the banking and investment habit grows in India. We, therefore, 
do not make any special recommendations in this connection. 

Growth of the Cheque Habtt. 

663. The increasing use of negotiable instruments of credit is a 
certain indication of the growth of the banking habit. The most 
important of such instruments is the cheque. Evidence is forth- 
coming from all directions of a substantia] increase in the number 
of cheques which *daily pass through the Clearing Houses. The 
recent abolition of the stamp duty on cheques appears to have con- 
tributed materially to a more extensive use of the cheque not only 
in the Presidency towns and other big commercial centres, but 
also in the mofussil. The co-operative banks also recorded a rise 
in the number of new accounts opened and Ihe cheques nsued by 
them. There is, however, still a large portion of the population 
to whom the cheque system is a mystery. Tt has yet to under- 
stand and appreciate the facility and the security a cheque currency 
affords both to the drawer and the payee. 

664. One of the most serious obstacles that impede the growth 
of the cheque habit in this country is the illiteracy of the 
people. The cheque system presupposes a certain degree 
of literacy which is lacking in this country. Even amongst the 
literate classes only a few can correctly draw up a cheque in the 
English language in which the cheque-hooks of most of the hanks 
are printed. A single erasure or a mistake vitiates Ihe instrument. 
There is, therefore, a general demand for the ur>e of the vernacular 
in this and other departments of banking and wo have referred to 
it in the chapter on Commercial Banking. Among the other sug- 
gestions put forward by the Provincial Committees with a view 
to popularizing the cheque habit, there are a few which call for 
the assistance of Government and the banks. To these we desire 
to invite special attention in this chapler. 

665. Government can assist materially in spreading the cheque 
system in rural areas by accepting freely payment of land revenue 
by cheque. Such payments are now, under certain conditions, 
accepted at treasuries which are managed by the branches of the 
Imperial Bank of India. Very few people are^ however, in a 
position to avail themselves of this facility. The number of such 
branches is limited and they are situated mostly at district head- 
quarters. It is, therefore, suggested that the facilities for pay- 
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inetifc of land revenue by cheque may be extended to taluka sub- 
treasuries and district treasuries. We support this suggestion. It 
is also suggested that all material payments should be made by 
Government by cheque. The Bengal Committee makes definite 
proposals on the subject, which we commend for the consideration 
of Government. 

Some of the Provincial Committees have suggested that local 
bodies should similarly encourage the use of cheques. We re- 
commend that all municipalities and other local bodies should be 
asked to consider the feasibility of making and accepting payment 
by cheque on account of salaries to some of their employees and 
other items of receipts and disbursements. 

066. Banks can encourage the cheque habit by providing 
adequate facilities for prompt encashment of cheques over the 
counter. Merchants and traders should also be encouraged by 
banks to use cheques as far as possible instead of currency in the 
settlement of transactions in up-country markets in connection with 
the movement of crops. A wide-spread use of cheques in these 
markets would assist greatly the development of the banking habit 
with the small traders. We should like to emphasize the fact that 
the circulation of cheques in the money market and the mobility 
of the hanking resources of the country largely depend on the faci- 
lities given by banks for transfer of funds” from one centre to 
another. 

Aked for Savings Associations. 

6(57. We have referred above to the need for concerted and con- 
centrated effort on the work of stimulating thrift and mobilizing 
small amounts of savings and directing them to channels of product 
tion. Some of the Provincial Committees and witnesses have 
suggested the inauguration of savings associations or thrift com- 
mittees on the lines of the National Savings Associations in 
England. These organizations were started during the war in con- 
nection with the issue of war loans and were so successful that after 
.the war their activities have been continued. There is now in 
England a National Savings Committee guiding a large number of 
National Savings Associations, which are local associations formed 
to help their members to invest in the National Savings Certifi- 
cates. We support^ in principle the formation of such associations 
in all provinces. J lie educative effect of such organizations work- 
ing systematically in different parts of the country, with the zeal 
and spirit of service essential in a cause of national importance 
would be immense. By active propaganda for encouraging small 
savings, by providing means for the collection of such savings and 
by pooling them for remunerative investment in approved secu- 
rities, they would succeed in promoting the saving habit among the 
young as well as the old, in overcoming the timidity of the small 
saver and in familiarizing him with practically safe and nro'fit-ihU 
means of investment . F 
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REGULATION OF BANKING. 

Need for Regulation. 

668. Serving as repositories of the cash resources of all classes 
of individuals and institutions, the banking institutions of a 
country exercise a very powerful influence on the economic life of 
its people. Banking business has, therefore, been regarded as 
quasi-public in its nature, warranting legislation for safeguarding 
the interests of depositors on whose confidence rests the entire 
banking structure of a nation and for ensuring and fostering the 
growth of banking on sound lines. Restrictions are imposed on 
banking operations in some form or another in different countries 
according to their requirements. In the United States of America, 
Canada and other countries there are special banking laws. In 
England apart from the Companies’ Act there is no special enact- 
ment for the regulation of the business of banks, but the purpose 
of legislation in matters not specifically provided for by the Com- 
panies’ Act is there served by the tradition, convention and case 
law that have grown up as the result of the experience of gene- 
rations. 

Existing position in India — The Indian Companies Act. 

660. Joint stock banks in this country are at present governed 
by the Indian Companies Act in regard to various matters such 
as constitution and incorporation, articles of association, share 
capital, maintenance of registers of members, management and 
administration, meetings and proceedings, qualification, appoint- 
ment and liability of directors, restrictions on commencement of 
business, debentures and floating charges, maintenance of books 
and accounts and publication of statements and balance sheets, 
investigation by the Registrar, inspection and audit, service and 
authentication of documents, arbitration, and compromise, winding 
up and appointment of liquidators, removal" of defunct companies 
from the register and offences and legal proceedings. There are, 
however, certain matters in regard to which the Act draws a dis- 
tinction between banks an^ other companies and prescribes special 
provisions applicable to banks. These provisions are set forth in- 
brief below : — 

(1) Section 4 . — Prohibits partnership exceeding ten in number 
from carrying on the business of banking unless it is registered 
as a company, or is formed in pursuance of an Act of Parliament or 
some other Act of the Governor General in Council, or of Royal 
Charter or Letters Patent. 

(2) Section 32 . — Requires that an annual list of members, etc., 
should be prepared arid filed with the Register, and a note appended 

( 4t8 ) 
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to Form E requires that banking companies should add a list of all 
their places ot business to the above-mentioned list. 

(3) Section 13$. — lie quires that the balance-sheet shall be in 
the form marked F in the Third Schedule, or as near thereto as 
.circumstances admit, and Form F requires that in showing book 
debts a distinction should be drawn between those considered 
good and in respect of which the bank is fully secured 
and those considered good for which the bank holds no 
security other than the debtors’ personal security, and exempts 
.banks from the obligation to show provision made for bad and 
doubtful debts which has to be shown in the balance sheet in the 
-case of all other companies, 

(4) Section 136. — Requires every company being a limited bank- 
ing company to make a statement in Form (1 in the Third Schedule, 
or as near thereto as possible, before it commences business and 
thereafter on the first Monday in February and the first Monday 
in August in every year. 

(5) Section 138. — Provides that the local Government may 
-appoint one or more inspectors to investigate the affairs of a bank- 
ing company on the application of members holding not less than 
one-fifth of the shares issued, the proportion in the case of any 
•other company having a share capital being one-tenth of the shares 
issued. 

(6) Section 14b. — Provides that if a banking company has 
branch banks beyond the limits of India, it shall be sufficient if the 
.auditor is allowed access to such copies of, and extracts from, the 
books and accounts of any such branch as have been transmitted to 
the head office of the company in British India. 

(7) Section — Requires a banking company, which was in 

existence on 1st May, 1882, to give notice to account holders of its 
intention to register as a limited company at least 30 days before 
registering. 

670. It appears to be the general opinion that the Companies 
Act touches only the fringe of the problem of banking 
legislation and that there should be some legislative control 
over the operations of banking institutions which at present 
•stand almost exclusively outside the purview of the Indian Com- 
panies Act. In fact, the question of legislation for the regulation 
of banking has engaged the attention of the Government of Tndia 
and of the public for several years. In a letter addressed by the 
Government of India to the provincial Governments in the year 
1913, it was stated that it was not the intention of Government 
to attempt to control all the numerous forms of banking operations 
hnown under various names which were carried on in this country 
in business centres either by foreign or indigenous agency. It 

9 D 
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was added that similarly it was not proposed to include in the 
scope of such legislation the regulation of a form of banking under- 
taken by industrial companies which received deposits during their 
busy season in order to finance the business of the firm, but that it 
t was proposed only to examine the desirability of attempting to 
impose restrictions on the use of the term “bank” or “bankers 
or its equivalents such as “Banking Agents’’, “Banking Socie- 
ties’’, etc., by individuals, partnerships or companies who con- 
ducted banking business on lines which were unsound and likely 
to imperil the security of credit. It was pointed out that in the 
first place it was for. consideration whether the term “bank’V 
“bankers”, etc., should not be restricted to companies registered 
under the Indian Companies Act and it was stated that it would 
appear desirable that, at least for the future, the term “bank”,, 
“bankers”, etc., should not be allowed to be used except by regis- 
tered companies and that Government would be prepared to con- 
sider the question of permitting the then existing companies to* 
continue their business on their undertaking the regular publica- 
tion at six-monthly intervals of balance-sheets audited under the' 
provisions of Section 144 of the Indian Companies Act. It was 
added that it would follow from these suggestions, if they proved 
capable of adoption, that institutions that would thereafter possess 
the name and prestige of “banks” should be subject to certain 
restrictions. The views of local Governments, Chambers of 
Commerce and other public bodies interested in the question were* 
invited, and the replies received revealed a body of opinion in 
favour of legislation requiring that institutions styling themselves- 
“banks” should he registered under the Indian Companies Act and’ 
should limit their business to what is generally known as banking. 


Ni’kd for a Special Bank Act. 

f>71. We are not in favour of elaborate banking regulations 
and restrictions dealing with matters which had best be left to the' 
discretion and sense of responsibility of the directorate and the 
management. ; such restriction if? at times likely to do more harm 
than good and to hamper the activities of "Banks. At the same* 
time, we are of opinion that the existing provisions in the 
Indian Companies Act governing banking companies are inade- 
quate. Several important matters having a vital bearing on ques- 
tions such as the initial organization of banks, their efficient 
management and stability, provisions for supervision and examina- 
tion and publication of accounts, the safety of shareholders and 
depositors and the development of banking generally on sound* 
lines remain to be provided for. We do not suggest that it is 
necessary to provide for all these matters by legislation. Some- 
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can be met by suitable provisions in the memorandum and articles 
of association of the different banking companies according to their 
respective requirements, subject to the approval of the Registrar 
of Joint-Stock Companies; some might be left to the control of 
directors and the supervision of auditors; while some would lie 
within the purview of the Reserve Bank when it is established. 
Nevertheless there will remain certain matters which, in our 
opinion, will have to be provided for by legislation. 

672. There are two ways in which the existing regulations- 
can be amplified : — 

(1) by the promulgation of a special Bank Act comprising: 

the necessary provisions governing all banking 
institutions, and 

(2) by the amendment and amplification of the Indian Com- 

panies Act so as to provide for the additional matters 
which require to be dealt with by legislation. 

673. We prefer the first alternative which will, in our opinion, 
be more convenient to the public as well as to the banks, and we re- 
commend that a special Bank Act may be passed comprising the ex- 
isting regulations embodied in the Indian Companies Act with the 
modifications and additional provisions recommended below. The- 
foreign banks operating in India should be brought within the 
purview of the Act to the extent indicated in the report and pro- 
vided for in the Act. 

674. Various suggestions have been made to us for legal provi- 
sions regulating the organization and functioning of banks. Most 
of them are apparently made in the light of the experience of various 
witnesses concerning the failures of banks in the past. We have 
already pointed out in Chapter II that some of the early banks came 
to grief owing to combination of trading with banking. Various- 
other reasons have been given by different witnesses for bank 
failures, but an analysis of their statements shows that the root 
cause of the disaster can be traced to defective management. For 
instance, some of the principal causes of failures mentioned by 
them are : 

(a) dishonest management ; 

(b) 'incompetence of directors who have been found to bo 

“too innocent of banking practice or business pru- 
dence” to check the manipulations of designing 
directors or managers ; 

(c) bad and speculative investments ; 

(d) unrestricted loans given to directors or concerns in which 

they were interested ; 

(a) injudicious advances ; 


2 d 2 
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(/) utilization of short-term deposits for long-term loans ; 

(</) insufficient paid-up capital and an unduly large propor- 
tion thereof held in immovable property ; 

( h ) insufficient reserves; 

(0 insufficient liquidity of funds. 

Some of the witnesses have rightly pointed out that the failure 
of some banks could also be ascribed to want of co-operation among 
banks for joint action in the hour of need, absence of a central bank- 
ing institution from which timely assistance could be obtained and 
lack of any organization through which schemes for amalgamation 
•could be put through. 

675. We propose to classify our recommendations concerning 
the additional provisions which should, in our opinion, be incor- 
porated in the proposed Act under the following heads : 

(1) Organization, 

(*2) Management, 

(3) Audit and Inspection, 

(4) Liquidation and Amalgamation. 


(1) Organization. 

67G. The incorporation of a banking concern under an Act of 
the legislature involves an obligation to comply with certain 
general requirements laid down therein. While such provisions 
cannot prevent fraud or mismanagement, they ensure a minimum 
standard of efficiency and integrity in the conduct of business of 
the institution. The Indian Companies Act requires, under 
Section 4, that more than ten partners wishing to carry on the 
business of banking must form themselves into a company and get 
it. registered under the Act. The term “banking” has not, 
however, been defined in the Act and the question has often been 
raised as to whether any and every concern choosing to style itself 
a bank should be allowed to use the EermT 


^Definition of “Banking ” . 

677. Nowhere has a definition of “banking” been evolved which 
has met with general acceptance. None of the banking enact- 
ments of different countries that we have seen incorporates a defi- 
nition of the term “bank” or “banking business”. For instance, 
the framers of the Bank Act of Canada are content witK merely 
interpreting the term “bank” as meaning “any bank to which" 
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this Act applies”. In England the Bills of Exchange Act says: 
“banker” includes “a body of persons whether incorporated or not 
who carry on the business of banking”. The Negotiable Instru- 
ments Act of 1881 of our country takes us no further. Section 3 
of the Act simply lays down that the teim “bankers” includes 
“also persons or a corporation or company acting as bankers”. 
In reply to our questionnaire some of the witnesses have expressed 
the opinion that no attempt should be made to define the term 
“banking” by legislation, lest it should give rise to technical diffi- 
culties. Others, however, consider it necessary that there should 
be a legal definition. Several ingenious definitions have been 
suggested by a few witnesses and some of the Provincial Com- 
mittees. * Fairly exhaustive and helpful as these suggestions are, 
we find that the task of defining the term “bank” or “banker”, 
which has been regarded as well nigh impossible in other countries, 
is much more so in India where a definition cannot be drawn up 
without excluding many firms of indigenous bankers and indi- 
viduals who do a considerable portion of the financing of the 
country. 

678. It may be mentioned that in bis “Law of Banking” Sir 
John Paget, after reviewing legal decisions, sums up the position 
as follows : — 

No one and no body, corporate or otherwise, can be a ‘banker'' 
who does not — 

(1) take deposit accounts, 

(2) take current accounts, 

(3) issue and pay cheques drawn on himself, 

(4) collect cheques, crossed and uncrossed, for his customers. 

But a person or body corporate may in his opinion do all of these 
things and yet not be a “banker” ; for in addition to the above- 
mentioned requirements, 

(5) banking must be a part of the man's known occupation, 

(6) he must hold himself out as a banker and the public 

take him as such, 

(7) there must be an intention generally to get a living by 

so doing, and 

(8) the banking business conducted must not be subsidiary 

or ancillary to another business or other businesses- 

carried on by the same concern. 

“The only true road to safety”, adds Sir John Paget, “both for 
the public and the banker, lieS in the scheme, propounded by those 

* Vide Bombay para. 286 ; Bengal para. 464 ; Burma para. 658. 
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best qualified to judge, of an authorative and conclusive register 
of bankers. This, completed after investigation by a legally quali- 
fied tribunal and amended by the same as occasion may require, 
would supply a means of ready reference and prompt decision, open 
to the bank clerk and public alike.* * 

679. For the purpose of the Enemy Banking Business Rules, 
1918, which for a period of at least five years after the war 
forbade any banking business to be carried on in the United King- 
dom by a company which was an enemy-controlled corporation, 
'“banking business” was defined as follows: — 

“Receiving money on current account or on deposit; accept- 
ing bills of exchange ; making, discounting, buying, 
selling, collecting or dealing in bills of exchange, 
promissory notes and drafts whether negotiable or 
not : buying, selling or collecting coupons : buying 
or selling foreign exchange by cable-transfer or other- 
wise : issuing for subscription or purchase or under- 
writing the issue of loans, shares or securities : 
making or negotiating loans for commercial or 
industrial objects : or granting and issuing letters of 
credit and circular notes : except in so far as such 
operations form part of and are for the purpose of and 
incidental to the conduct of a business carried on 
for other purposes by the company, firm or individual 
by whom such operations are transacted.* * 

680. We have referred above to the Government of India’s 
communication regarding the desirability of imposing some restric- 
tion by legislation on the indiscriminate use of the term “bank”, 
or “banker”, by individuals and firms whose business has no 
relation to banking properly so-called. We have also referred to 
the general body of opinion elicited by this communication. The 
subject was touched upon by the Royal Commission on Indian 
Currency and Finance, 1926. In paragraph 162 of their report 
they suggested that “ the term 1 bank ’ or ‘ banker ’ 
should be interpreted as meaning every person, firm or company 
using in its description or title ‘bank*, or ‘banker’ or ‘banking’, 
and every company accepting deposits of money subject to with- 
drawal by cheque, draft, or order”. They recognized, however, 
that in view of the special conditions of indigenous banking in 
India, this matter would require more detailed consideration than 
they had been able to give to it and they recommended that it 
should be further examined. 

681. Having examined the question further, we find that tile 
difficulty pointed out by Ihe Commission is one which cannot be 
fully met by any legal definition or any restrictive or regulating 
provision of the law. What is really needed is a register of 
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hankers without a hard and fast definition and we are of opinion 
that the situation in India as regards indigenous bankers will 
best be met by an arrangement for the enrolment of such 
bankers as members of a recognized association. 

682. In Chapter XXTTI we have suggested the formation of a 
Bankers’ Association. It has been suggested by the foreign 
♦experts that the members of the Association may affix to their 
names the appellation, “Member of the Bankers’ Association”, 
which would carry with it the status of a recognized banker. We 
approve of this suggestion which, if adopted, would render it un- 
necessary to restrict by law the use of the terms “bank” and 
“banker” and their equivalents. The mere term “banker”, as 
used in this country, would be shorn of much of the prestige it 
now conveys, after the appellation “Member of the Bankers' 
Association” comes into vogue. As regards companies, using the 
term “bank” or its “equivalent”, and desiring to be incorporated 
under the Bank Act, we recommend that the Act should lay down 
that adequate provisions regarding the subjects mentioned in para- 
graphs 700, 709, 710, 712, 714 to 717, 721 and 701 of this chapter 
should be incorporated in the Memorandum and Articles of Asso- 
ciation of a company which wants to make use of the word “bank” 
or the words “savings bank”, “banking company”, “banking 
house”, “banking association” or “banking institution”, or any 
word or words of import equivalent thereto in connection with its 
operations. We also recommend that an existing company using 
any such title should arrange to conform to such provisions within 
five years after the Banking Act is passed, failing which registra- 
tion in its existing name should be cancelled. 

Banks registered under the Indian Co-operative Societies 
Act or under any special charter or enactment such as the Imperial 
Bank of India Act, and banks registered under laws of other coun- 
tries, will be exempt from the operation of this pixyvision. It would 
also be open to any unregistered firm or individunl to use the term 
“bank” and it appears to us to be difficult to devise any means 
by which they can be prevented from doing so. 

Licensing of Banks. 

683. It has been suggested to us that all individuals and firms 
'doing banking business, excepting joint-stock banks incorporated 
under the Indian Companies Act and societies registered under the 
Co-operative Societies Acts, should be compelled by law to take 
out licences which would impose certain restrictions on their work- 
ing. We consider this suggestion impracticable in the existing 
circumstances. Indigenous bankers who now finance the bulk of 
the internal trade of the country would not subject themselves to 
any such restriction and banking in this country has not developed 
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to such an extent as to admit of the withdrawal of a large number 
of indigenous bankers and private banking firms from the field of 
banking. 

684. We, however, recommend that any bank, Indian or non- 
Indian, wishing to do banking business in India should be required 
to take out a licence from the Reserve Bank when it is established^ 
This is partly necessary in the interests of depositors and partly 
for giving the Reserve Bank some control over the banks operating 
in the country. Licences should be freely granted to the already 
established banks and it would be the business of the licensing 
authority to see that the provisions of the law and any other condi- 
tions specified in the licences are complied with. So far as this 
proposal applies to non-Indian banks we have already dealt with 
it in paragraph 451 of our Report. 

685. We may explain that the object underlying the proposal 
in the preceding paragraph is to ensure a systematic development 
and extension of joint-stock banking and not to impede in any way 
free competition. Having regard to the present stage of literacy 
of the people, we consider it essential that a bank should be orga- 
nized on certain recognized principles of banking and that no in- 
stitution calling itself a bank should start operations without 
obtaining a licence from the Reserve Bank. Having regard also 
to the present stage of development of banking in the country r 
we consider it essential that there should be a policy of encourag- 
ing expansion of banking in areas where there is need for it and dis- 
couraging the multiplication of banking institutions beyond the 
needs of business in particular localities. We have no doubt that 
the Reserve Bank would be willing to encourage the expansion of 
banking as much as possible and that its policy in granting licences* 
would be influenced solely by the considerations of the economic 
interests of the country. As pointed out by us in chapter XIX, 
even the foreign banking experts, who are generally not in favour 
of the introduction of a licensing system, recognize that the Reserve 
Bank may be trusted to act in this respect “in a sound and im- 
partial way”. They, however, take exception to the reasons given' 
by us in support of the proposal. They consider that the pro- 
tection of interests ot depositors by means of licences will be a 
dangerous responsibility for the Reserve Bank to undertake. We- 
have not suggested that such responsibility should devolve on the 
Reserve Bank. What it would do among other things, before- 
issuing a licence, would be to see that the financial position of a 
new T bank and the general standing and reputation of its directorate 
are such as to admit of its being allowed to deal In credit. Licens- 
ing implies preliminary investigation as to the fitness of an 
institution to commence work and enforcement of the con- 
ditions of the licence. But it carries no assurance and no 
guarantee concerning the efficiency or integrity of its future 
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management, and is not likely to be construed as conveying such 
a guarantee any more than registration under the Indian Com- 
panies Act at present or under the Banking Act in future will convey 
a guarantee. We do not, therefore, share the apprehension of the 
experts that in suggesting that 8ie Reserve Bank should be the 
authority to issue licences to new banks we are asking it to under- 
take a dangerous responsibility. 

686. The other reason given by us in support of the proposal 
for licensing banks is that the Reserve Bank may thereby obtain 
some control over the banks operating in the country. If the 
Bank had the authority to issue licences, it would be easy for it to 
get all banks to conform, as a condition governing the grant of 
licences, to certain general requirements regarding the preparation 
and publication of statements of their accounts. It would further 
be able, as pointed out by the Bombay Chamber of Commerce and 
mentioned by us in paragraph 447, to control the evil of over- 
crowding of banks at certain places. It is not suggested by us 
that by Anerely having the authority to grant licences, the Reserve* 
Bank would be able to obtain full control over the operations of 
the banks doing business in the country. While, therefore, we 
agree wUh the foreign experts that such control should be obtain- 
ed by tbs Reserve Bank by means of its discount rate and its open 
market policy, we see considerable advantage in the Reserve Bank 
being invested with additional powers to exercise general control 
over the banking system of the country. 

687. We have already recommended in Chapter XIX that the 
opening of a new branch by an existing bank should be subject 
to the approval of the Reserve Bank. 

688. It has been suggested that there should be- a provision in 
the Act requiring the permission of the Central Banking Authority 
for opening savings banks. It is urged that small depositors who 
are attracted by the term “savings bank” need special protection. 
We are not, however, in favour of this proposal. It has been 
customary with banks in this country to maintain savings banks 
departments and by offering special terms in respect of savings 
deposits they have succeeded in attracting considerable amounts 
of small savings and thus mobilizing the resources of the com- 
paratively poorer section of the population. Moreover, should the 
proposal be adopted, a highly anomalous situation would be created. 
While the banks registered under the proposed Act would be sub- 
jected to such a restriction, it would be open to those not so 
registered and remaining outside its purview to receive savings 
deposits and run savings banks departments. 

689. We recommend that there should be a provision in the 
Act requiring that every institution doing banking business in 
British India, other than a foreign bank, should have a majority 
of natural born or domiciled Indian directors. We are of opinion 
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that such a provision is essential for the regulation of a service 
of national importance such as banking. We consider that some 
safeguards are necessary to prevent the control and management 
of such a service passing into foreign hands and that unless non- 
nationals are precluded from having a preponderating voice in the 
management of banks operating in this country, it would not be 
possible to give effect to any national policy that might be evolved 
for the development of banking in the interests of Indians. 

600. For the same reasons we recommend that no new bank 
other than a foreign bank should be allowed to operate in British 
India unless it has a majority of Indian shareholders and is incor- 
porated under the Indian law. 

691. Home of our colleagues* are unable to subscribe to the 
views expressed in the preceding two paragraphs. They consider 
that in the case of banks started by private initiative it is undesir- 
able to lay down any restrictions by legislation on the rights of 
shareholders to choose their own directors and on the free transfer- 
ability of shares, and that these matters should be provided for 
in the Articles of Association as is done in most other countries 
of the world. They are inclined to think that the acceptance of 
the proposals in the two preceding paragraphs must convey an 
implication that promoters of Indian banking companies and the 
shareholders of these companies are less likely to secure a protec- 
tion of national interests by their voluntary action than citizens 
in other countries ; and they are unable to subscribe to any pro- 
posals which may convey this implication. The Director of the 
Bureau of Foreign and Domestic Commerce in the United States 
in a bulletin issued in 1929 lias pointed out that the examination 
of the laws of several European countries shows that nearly all 
these countries provide equal rights for foreign shareholders, though 
Spain, Romuania, Sweden and Norway have definite restrictions 
on foreign capital in the development of their national resources. 
But even in Spain the restrictions are only applied to banks and 
■companies which have any direct contractual relationship with 
the Government or which are concessionaires of public services. 
The Director has further observed that most countries permit 
corporations to make their own provisions regarding shareholders’ 
rights and that the absence of definite laws has resulted in many 
private measures restricting foreign shareholders. Those of our 
colleagues who differ from us in regard to the recommendations 
in paragraphs 689 and 690 therefore consider that the practice 
in other countries and the absolute discretion given in paragraph 
699 of our Report to directors of banks to refuse to register 
transfers of shares without assigning any reason do not justify 
anv restrictive and safeguarding measures except when any banit 

♦ Sir Bhurendra Nath Mitra, Sir Hush Cocke. Mr. F. V. Bnshforth. Dr. 
Hvder, Messrs. W. Lamond and R. W. Buckley, Nawab Sir Sahibzada Abdul 
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■obtains some concession from the State. In the latter case, the 
executive government or the legislature will be fully justified, in 
their opinion, in stipulating for measures calculated to prevent 
the control and management passing into foreign hands. 

Prohibition of activities other than banking . 

692. There is a consensus of opinion among witnesses that 
banking business is not compatible with trading, and we concur 
in this opinion. There have been instances on record in which 
banking institutions came to grief because of their trading opera- 
tions or close contractual relations with trading concerns. Of these 
the most conspicuous instance is that of the Alliance Bank of 
Simla whose connection with a trading firm led to a colossal drain 
on its resources and brought about its ruin. We have already 
referred in Chapter II to the failure of some of the banks in- 
augurated during the days of the East Indian Company owing 
to the combination of banking with other business and specula- 
tion. We, therefore, recommend that the Articles of Associa- 
tion of a banking company should prohibit activities other than 
banking and that the Act should give powers to tne Registrar of 
-Joint-Stock Companies to refuse the registration of banks the 
Articles of Association of which are not in accordance with the 
provisions of the law in regard to this mntter. He should also 
refuse the registration of banks if the Articles of Association do 
not make adequate provisions in regard to the other matters referred 
to below. 


Managing Agency System. 

693. It has been suggested that the managing agency system 
as applied to joint-stock banks in India is both unnecessary and 
undesirable and that, before it is too late, there should be a statu- 
tory provision prohibiting the advent of managing agents in the 
field of banking. Whatever justification there may be for the 
managing agency system in the sphere of industry, banking is 
not a business in which the need for such an agency ought ever 
to be felt. We, accordingly, recommend that the Bank Act 
should prohibit the organization of a bank on the managing agency 
system and provide further that any arrangement macte subse- 
quently for conducting the management of a bank under such a 
system shall be void. The object we have in view is to prevent 
long-term agency contracts being given to firms or individuals 
creating, so to say, a hereditary title to the agency. 

Capital. 

694. One of the advantages of incorporation of banks under an 
Act of legislature is that it renders it possible for Government to 
^prevent the growth of mushroom banks with insufficient capital, 
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which in the nature of things would have a less extensive distri- 
bution of risks and would be less able to withstand shocks- 
than banks of larger size. There is nothing, however, in the 
Indian Companies Act to require the provision of a minimum 
capital or to prevent a new concern of doubtful pretensions from 
placing its authorized capital at a high figure, out of all proportion 
to its paid-up capital, with the object of giving an exaggerated idea, 
of its resources and misleading the public. The Statistical Tables 
relating to Banks in India give glaring instances of so-called banks 
that had no difficulty in starting business in the absence of any 
legal obligation to provide a minimum amount of capital. Six 
out of the sixteen banks that failed, or went into liquidation in 
1927, had practically no paid-up capital. The paid-up capital of 
one was only Rs. 800, of another Rs. 1,400, and the capital of two 
more was less than Rs. 5,000 each. Similarly, of the thirteen 
banks that failed in 1928, four had no paid-up capital and not even 
any subscribed capital. The paid-up capital of one was only 
Rs. 2,780, of another Rs. 3,804 and of a third Rs. 5,000. 

095. Most of the witnesses are of opinion that it is necessary 
that the legislature should prescribe a minimum amount of capital 
which a banking company must raise before it commences opera- 
tions and that it should also prescribe some definite relationship 
between the authorized and subscribed capital and between the 
subscribed and paid-up capital. In prescribing a statutory limit, 
however, care has to he taken to see that it does not preclude the 
possibility of the opening of small banks in areas which are not 
served by banks at present. We are of opinion that in the existing 
stage of development of banking in this country a minimum capital 
of Rs. 50,000 should he sufficient. We, therefore, recommend that 
the new Act should provide that a bank registered under the Act 
should not commence business until its paid-up capital is at least 
Rs. 5n > 000, We are also of opinion that the authorized capital of 
a bank should not be more than double the subscribed capital and 
that the paid-up capital should not be less than 50 per cent of the 
subscribed capital before commencement of business. 

696. Our proposals regarding capital requirements have been 
made in respect of joint-stock banks with limited liability. Under 
Section 70 of the Indian Companies Act the liability of a director 
or directors of a limited company may, if so provided by the memo- 
randum of association, be unlimited. Tt is not intended that the- 
capital requirements suggested by us should be made applicable to 
such banking companies also. 

Maintenance of Registers of Members. 

697. The Indian Companies Act provides for the maintenance' 
of a register of members and the preparation of an annual list of 
members. It is suggested that tliere should be a separate index 
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of the names of members of a banking company for ready refer- 
ence and inspection by shareholders, as is provided for by section 
96 of the (English) Companies Act, sub-section (1) of which runs 
as under : — 

“Every company having more than fifty members shall, 
unless the register of members is in such a form as 
to constitute in itself an index, keep an index of 
the names of the members of the company and 
shall, within fourteen days after the date on whicE 
any alteration is made in the register of members, 
make any necessary alteration in the index.” 

We approve of this suggestion and recommend that a similar 
provision may be introduced in the proposed Act. 

698. It has been suggested that there should be a provision 
requiring institutions doing banking business in India to keep 
a separate register of shares owned by non-nationals. We support 
this suggestion. 


Registration of Transfers of Shares . 

699. The Articles of Association of a bank generally empower 
its directors to refuse to register transfers of shares, whether fully 
or partly paid, without assigning any reason. It has been repre- 
sented to us that sometimes such authority is wrongly and arbitra- 
rily exercised. It is suggested that in the case of fully paid 
shares no such power should vest in the directors or that the 
directors should be required to give reasons for refusal so that the 
aggrieved shareholders might have the opportunity to appeal to 
law. We are not in favour of restricting in any way the discretion 
of the Board of Directors of a bank to admit or not to admit any 
person as a member of the company. It is, however, a matter 
which may be met by provisions in the Articles of Association, 
should it be considered necessary by the promoters or shareholders 
to restrict the powers of the directors in respect of registration of 
transfers of shares. 

700. The Articles of Association of hanking companies also 
contain a clause prohibiting a member from being present at or 
voting at a meeting unless he has been possessed of shares of the 
bank for a certain period before the meeting is held. It is sug- 
gested that the period should, not exceed six weeks and that some 
■safeguard be provided against directors unduly putting off regis- 
tration of transfers with a view to bringing a shareholder within 
the operation of the clause. We are of opinion that it is for the 
company to provide in the Articles of Association the period during 
which a member should have held its shares before being entitled 
to take part in its proceedings. In, order, however, to prevent 
unnecessary delay in the registration of transfers, we recommend 
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that there should be a provision in the Bank Act requiring the 
directors to decide within two months o£ the date of presentation 
of transfer deeds to the bank whether the transfers shall be 
registered or not. 

Registration of mortgages and charges . 

701. It is suggested that particulars of mortgages and charges 
created by a bank on its own assets, which would under section, 
109 of the Indian Companies Act be void if not registered with the 
Registrar, should also be filed with the Registrar of the province 
where the bank has branches, so that those who are dealing with 
the branches can have better means of ascertaining the nature of 
such transactions which vitally affect the credit of the bank. We- 
approve of this suggestion. 

70*2. It is also suggested that in the event of a bank acquiring 
immovable property which may be already subject to a prior charge 
of any such kind as would, if it had been created by the company 
after the acquisition of the property, have been required to be re- 
gistered under section 109 of the Companies Act, it should get 
particulars of such prior charge registered. The principle under- 
lying the suggestion is that it makes no difference whether a bank 
itself creates a charge on its assets or acquires assets subject to a 
prior charge. This principle is recognized in England where under 
section 81 of the (English) Companies Act, 1929, the duty of re- 
gistering such charges is imposed on a company registered in 
England. We recommend that a similar provision be introduced! 
in the Bank Act. 

70d. Another suggestion is that satisfaction of a mortgage should 
be recorded before the Registrar. This is not compulsory under 
the present law, and it has been represented to ns that persons 
searching the Registrar’s record are frequently misled in conse- 
quence. We support this suggestion also. 

(2) Management 
Provision of Reserves. 

701. On the soundness of a bank’s policy concerning the distri- 
bution of profits among the shareholders, and the allocation of a 
portion thereof to the reserve fund, depends its stability as well 
as prestige. The laws of several countries require banks to set 
aside, before declaration of dividend, a prescribed minimum share 
of their net profits for the building up of a reserve fund which 
would enable them to meet losses without depleting their capital. 
Under the National Bank Act of America, every bank is required 
to allocate 10 per cent of its net profits to reserve until it reaches 
20 per cent of the capital. Moreover, the Comptroller has the 
discretion to decide that dividends shall not be paid at all, if 
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in his opinion the reserve already built up is not substantial. 
Under section 59 of the Canada Bank Act, the rate of dividend 
is limited to eight per cent per annum until the bank has a 
reserve fund equal to at least 30 per cent of its paid-up capital 
after all the appropriations necessary for ascertained and estimat- 
ed losses have been made. In Japan under the new Act (1927) 
no dividend can be declared until one-tenth of the profits is 
appropriated to the reserve fund. Various suggestions have, accord- 
ingly, been made to secure a sound banking policy in India by 
strengthening the reserves of a bank. It is suggested that the 
allocation of profits to dividends should be forbidden until all 
preliminary and flotation expenses have been paid, and that 
thereafter the distribution of profits should be restricted so as 
to provide for adequate sums being set aside for depreciation of 
dead stock and investment and reserve fund. Some would prohibit 
the declaration of a dividend, while others would set a limit to* 
the rate of dividend, until the reserve fund amounted to the whole 
or a prescribed proportion of the paid-up capital. Others, again, 
would have an equal proportion of the net profits declared ae 
dividend and taken to reserves. In this connexion we cannot too 
strongly emphasize the fact that the first essential of a banking 
system is sound management and that if that is wanting, no legis- 
lative provision for strengthening it s reserves or its financial posi- 
tion generally would be of much avail. Tn view, however, 
of the fact that banking in this country is yet in its infancy, we 
recommend that there should be no distribution of dividend in any 
year until a bank has set aside, for being taken to the reserve 
fund, an amount equal to at least 2J per cent of its paid-up 
capital and that- this restriction should be in operation until the 
reserve fund equals the paid-up capital. 

705. In addition to the reserve fund, a prudent board of 
directors generally builds up from annual profits a secret reserve 
which is not disclosed on the balance-sheet. It is on this secret 
reserve that it mainly relies to meet unforeseen losses, leaving 
untouched the reseiwe fund disclosed in the balance-sheet and 
causing as little uneasiness as possible to depositors and share- 
holders. The need for such a secret reserve in a well-managed 
bank is generally recognized, and we call attention to this practice 
merely to emphasize the fact that the provision we have suggested' 
should be regarded as an absolute minimum and not as a rule of 
perfection. The minimum prescribed by law often tends to be- 
come the maximum and that is one of the reasons why the legis- 
lature generally shrinks from regularizing by law matters such 
as these, thereby taking off the shoulders of the management their 
responsibility in regard thereto. From the point of view of 
sound management, we consider it important that managers of 
banks should not be content with the annual accretion to the- 
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reserve fund of the minimum amount suggested by us and that 
they should review their position from year to year and make 
such further provisions for reserves as circumstances may re- 
quire. 

Cash Reserves . 

706. Several suggestions have been made for requiring banks to 
hold minimum reserves of cash. Such a provision is considered 
necessary to prevent the cash reserves of a bank being depleted to 
a point which might endanger its solvency. The United States of 
America is, however, the only important country that has prescrib- 
ed minimum reserve requirements. In the early days of banking 
in that country many banking institutions kept practically no 
reserves with the result that their outstanding notes depreciated 
in value with disastrous effects on the monetary system. We are 
not in a position to say whether the banks in India maintain a 
sufficiently liquid position throughout the year. The figures given 
for the closing day of the yearly or half-yearly period can scarcely 
be taken as an index to the actual day to day position of the banks. 
Nevertheless, we do not consider it desirable that there should be 
statutory provisions on the subject. While there are many ways 
of evading the legal requirements in ibis respect, there is also the 
danger of the statutory minimum being regarded as the maximum 
in relation to a position which changes from day to day and which 
in our opinion requires to be regulated with care and foresight 
rather than by rule of thumb. Tbe question of the inter-relation 
•of loans, deposits and reserves, and of the maintenance from day 
to day of an adequate ratio of fluid resources to time and demand 
liabilities is one that in our opinion had best be left to tbe discretion 
of the management and tbe control of the directors. When the 
Reserve Bank is established, the member banks will be required 
to keep with that Bank a deposit of a certain percentage of th6ir 
time and demand liabilities, in addition to their till money. 
Irrespective of the other advantages of such a system of mobiliza- 
tion of tbe reserves of the banking institutions of the country, it 
would mean a distinct improvement on the existing position re- 
garding the maintenance of cash reserves. 

Regulation of Loans. 

707. Various suggestions have been put forward with a view to 
regulating advances made by a bank and ensuring a sound loan 
policy. It is suggested that the total clean advances made by a 
bank or its advances against immovable property should not 
•exceed the paid-up capital. Another suggestion is to impose this 
restriction only during the first five years of a bank’s existence. 
It has also been suggested that banks should not be allowed to 
grant any loan on the security of their own shares. Some witnesses 
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have also expressed their opinion that advances to an individual 
without security should be limited ; that a limit should be fixed to 
the total amount which may be advanced to any single individual 
or to any single concern and that the limit should be absolute and 
should not exceed a fixed proportion of the bank’s capital. 

708. Underlying these suggestions aie sound principles of bank- 
ing to which a prudent banker would willingly subscribe. The 
reason for limiting the amount of loans that may be given on the 
security of immovable property is that they are not liquid. They 
are ordinarily made for long periods of rime and the mortgages 
given as security are not readily realizable as is the case with stocks 
and bonds and liquid assets. The object of imposing restrictions 
on the amount of credit that may be allowed to any single person 
or corporation is to insure a relatively wide distribution of risks. 
These are, however, matters in regard to which there can be 
no hard and fast regulations. We are of opinion that they should 
be left to the discretion of the management and the control of the 
Board of Directors. 

7U-h The question of making loans on the security of a bank's 
own stock, however, stands on a different footing. The objection 
to such loans is that they lead to abuses that have proved disastrous 
in the history of the banks of this as well as other countries. We 
have suggested above that no bank should be allowed to commence 
business until it has collected a certain amount of capital. Were 
a bank to make loans on the security of its own stock and were 
the amounts advanced used as a means of purchasing additional 
capital stock of the bank, a large amount of the bank’s capital 
would be borrowed from the bank itself and it may not be able 
to realize the securities against which it has lent money should it 
be necessary to adjust the account. We are. therefore, of opinion 
that there should be a provision in the Articles of Association of 
a hanking company prohibiting such loans. 

710. Similarly, the Articles of Association should provide for 
limitation of loans to directors and managers and members of the 
staff. 

711. The auditors of a bank, however, stand on a different 
footing. The duties they are required to perform are such that 
they should be absolutely independent of the management and 
should have no business relations with the bank which might 
♦compromise their position. We are, therefore, of opinion that as a 
matter of public policy advances to an auditor or a member of a 
firm of auditors of a bank, either Jointly with other persons, or 
severally, on short or long-term, with or without security, should 
be prohibited. If any person after being appointed an auditor of a 
bank becomes indebted to it, his office should thereupon become 
vacant. 

2 E 
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Restrictions on borrowing powers. 

7T2. A bank’s Articles of Association generally give wide powers, 
of borrowing to the directors. It has been represented to us that 
some statutory limitations are necessary and that the amount 
borrowed by a bank should have a definite relationship to the paid- 
up capital. We are inclined to leave tins matter also to be met 
by suitable provisions in the Articles of Association. We are, 
however, definitely of opinion that the uncalled capital of a bank 
is its creditors’ security and should not be allowed to be mortgaged. 
We accordingly recommend that there should be a provision m the 
Bank Act expressly prohibiting banks registered under the Act 
from creating at any time a mortgage or a charge on their un- 
called capital or any part thereof. 

Qualifications , Appointment and Voting poxver of Directors and 

Officers. 

713. Several suggestions have been made regarding the appoint- 
ment of directors, their disqualification for and retirement or re- 
moval from office, the qualifications of managers and managing 
directors, their voting power, etc. The Articles of Association 
usually contain provisions regarding such matters as the appoint- 
ment and retirement, of directors, and we see no necessity for 
■statutory provisions in regard to these matters which it is mainly 
for the shareholders to regulate. 

Proxies. 

714. It is suggested that, as provided in section 31 of the Canada 
Act, no manager, officer or clerk of a bank shall vote either in 
person or by proxy, or hold a proxy for the purpose of voting, and 
that the general form of proxy should be prohibited entirely. We 
are of opinion that the right to vote in their capacity as share- 
holders which under the existing practice is conceded to the 
officers and other employees of a bank should not be taken away 
from them but that such employees should not be allowed to hold 
proxies for the purpose of voting on behalf of any other share- 
holder. We do not, however, suggest any statutory inhibition, 
hut recommend that the Articles of Association should contain a 
suitable provision regarding the voting power of the officers and 
employees of the bank and the holding of proxies by them. 

715. It has also been suggested that the general form of proxy 
should be prohibited but that, if allowed, the maximum period of 
its duration and validity should not exceed three months. This 
also is a matter which, in our opinion, should be met by a suitable 
provision in the Articles of Association. 
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Voting power of individual shareholders . 

7.16. It is further suggested that the voting power of individual 
shareholders should be limited with a view to preventing the possi- 
bility of control of an institution passing into the hands of a single 
shareholder or group of shareholders. The existing practice in this 
country as well as in other countries allows one vote for each share 
held by a shareholder in a joint-stock concern, and we are not pre- 
pared to recommend any change in this practice. It is possible, 
however, that the promoters of a company may desire to provide 
safeguards against individuals or groups of individuals acquiring 
a controlling interest in it. We, therefore, suggest that this matter 
may also be provided for in the Articles of Association. 

Validity of Votes. 

717. Articles of Association of banking companies made the 
Chairman of a meeting the sole judge of the validity of the votes 
tendered at the poll. It is urged that it is undesirable to vest such 
power in the presiding authority. It is generally provided in the 
Articles that objections to the legality of a vote tendered at a 
meeting should be raised at the time of the poll. This, it is stated, 
causes hardship, as it is not possible for a shareholder present to 
be aware of the v n lidity , or otherwise, of votes tendered by other 
shareholders, and it is urged that the right to object subsequently, 
to invalid votes should not be taken away from the members of a 
bank and the jurisdiction of the court thus ousted. We are of 
opinion that these too are matters which could best be dealt with 
by a suitable provision in the Articles of Association. 

(3) Audit and Inspection. 

Appointment of Auditors. 

718. Banks’ accounts are now audited by professional 
auditors. Under section 144 of the Indian Companies Act, 
no person can be appointed or act as an auditor of any company 
other than a private company unless he holds a certificate 
from the local Government entitling him tQ act as an auditor of 
companies. This requisition is subject to the proviso that the Gov- 
ernor General in Council may by notification in the Gazette of 
India declare that members of any institution or association specifi- 
ed in such notification shall be entitled to be appointed and to act 
as auditors of companies throughout British India. The 
appointment of auditors of a bank vests in the shareholders, but it 
has been pointed out that the management has considerable 
influence with regard to their appointment or reappointment. One 
of the witnesses calls attention to the Canadian practice of appoint- 
ing auditors only from among the list of auditors selected frpm 
Canadian Bankers* Association. Another witness suggests that 

2 e 2 
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firms of auditors of long standing and experience should be given? 
special licences or certificates to act as auditors to banks. On the 
other hand, the Council of the Indian Society of Accountants and 
Auditors are of opinion that all persons whose names are enrolled 
on the Indian register of accountants under the authority of the* 
Governor General in Council under the Indian Companies (Amend- 
ment) Act, 1030, may be appointed as auditors of banks. They 
strongly oppose the idea of restricting the selection of bank auditors 
to only a few among the qualified auditors and suggest that there 
should be a provision in India on lines similar to those prescribed 
by section 55 of the Dominion of Canada Bank Act of 1923 which 
imposes a restriction on the period of appointment of the same 
persons as auditors of banks. It is also suggested that there should 
be two auditors, one appointed bv the directors and the other by 
the shareholders. Tt is believed that such an arrangement would 
minimize the possibilities of the auditors conniving at any irregu- 
larity committed by the management or by the directorate. After 
careful consideration, in consultation with the foreign experts, of 
all the suggestions made to us in regard to the appointment of 
auditors, we have come to the conclusion that the existing arrange- 
ments need not be disturbed. Under these arrangements share- 
holders have the right to appoint auditors, and so long as this right 
remains unfettered, it is open to them to make the best possible 
selection. 

7] 9. It has been suggested to us that it should be illegal for 
directors of a bank to vote as shareholders or to solicit proxies 
for the appointment or removal of auditors. We do not agree that 
the rights of directors as shareholders should in this respect be in 
any wav trenched upon in the manner suggested. 

720. It has been brought to our notice that the affairs of certain 
banks revealed the fact that their auditors had passed over important 
matters which should have been brought to the notice of the share- 
holders. Section 282 of the Indian Companies Act lays down that 
whoever in any return, report, certificate, balance-sheet or other 
document wilfully makes a statement false in any material parti- 
cular, knowing it to be false, shall be punishable with imprison- 
ment and shall also be liable to fine. It does not, however, pro- 
vide any penalty for omitting to make a statement. It has 
also been represented to us that there is an increasing 
tendency to insert an indemnity clause in the Articles of Associa- 
tion of joint-stock companies in India whereby directors and 
auditors are relieved from liability for negligence in the discharge- 
of their duties. Section 152 of the (English) Companies Act 
renders void any such provision, whether contained in the Articles 
of Association or in any contract with a company or otherwise, for 
exempting any person (whether an officer of the company or not) 
employed by the company as auditor from, or indemnifying him 
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against, any liability which by virtue of any rule of law would 
otherwise attach to him in respect of any negligence, default, 
breach of duty or breach of trust of which he may be guilty in rela- 
tion to the company. On the analogy of this section it is suggested 
that the indemnity clauses in the Articles of Association should 
be declared void. We do not support this suggestion. We recom- 
mend, however, that there should be a specific provision of the law 
rendering officers or auditors of a bank liable for omission to state 
material facts in their reports and in the presentation of the 
accounts of a bank. 


Remuneration oj Auditors . 

721. We understand that under the Indian Companies Act the 
remuneration of auditors is fixed at general meetings of share- 
holders but that auditors are frequently j.aid by the management 
additional remuneration for doing accountancy work or for render- 
ing special professional services and that such remuneration is not 
brought to the notice of the shareholders. We are of opinion that 
any payment to any auditor on any account in addition to the 
amount of remuneration fixed at a general meeting of shareholders 
shall be invalid unless fixed or confirmed by the shareholders. 

Audit of Branch Accounts. 

722. Auditors appointed by shareholders of banks do not always 
audit the accounts of a bank’s up-country branches. Sub-section 
(3) of section 145 of the Indian Companies Act does not lay any 
obligation on them to conduct such audit. It provides that in the 
case of a banking company, if the company has branch banks 
beyond the limits of India, it shall be sufficient if the auditor is 
allowed access to such copies of and extracts from the books and 
accounts of any such branch as have been transmitted to the head 
office of the company in British India. The auditors, therefore, 
rely on certified returns furnished by branches. It has been 
suggested to us that such returns should be certified by qualified 
local auditors at the places where such branches may have been 
situated. The foreign experts are, however, of opinion that the 
proposal is not practicable and would be too costly. We agree. 

Additional Outside Audit. 

723. Several witnesses have expressed the opinion that audit by 
-special examiners, in addition to that carried on at present by pro- 
fessional auditors appointed by shareholders, will have a very 
salutary effect. It has been suggested that the duties of examiners 
appointed for such outside scrutiny should be not merely to examine 
the accounts of a bank, but also to appraise its financial position and 
to suggest ways to improve the latter. On the other hand, the pro- 
posal is opposed by some witnesses on the ground that so eh a 
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system of audit would tend to throw on the outside examiners thfr 
responsibility which should be borne by the management and the- 
directorate. Any form of control or inspection which should m 
any way detract from the responsibility of the management is in 
their opinion obnoxious. We concur in this opinion. The sug- 
gestion for the appointment of outside auditors appears to have 
been the result of the experience of failures of banks. Such 
failures were, however, mainly due to laxity of management and 
supervision, and the institution of an outside audit would in our 
opinion leave a loop-hole for an unscrupulous or inefficient director- 
ate to shelter itself behind the screen of such audit. We have 
already suggested in paragraph 720 that the law should be strength- 
ened in this respect by rendering auditors liable for omission te- 
state material facts. 

Inspection . 

724. Under section 138 of the Indian Companies Act share*- 
holders of a bank holding one-fifth of the shares issued can apply 
to the local Government for investigation by inspectors. This 
proportion, it is urged, is very high and acts as a definite handicap 
in the case of banking companies having a large share capital. It 
has, therefore, been proposed that it should be reduced to one- 
tenth. Considering that credit institutions need all possible pro- 
tection against any proceedings likely to shake the confidence of 
the public, we are not in favour of the proposed alteration in the 
existing provisions of the law. For the same reason we are not 
in favour of the proposal that applicants for the investigations of 
banks’ affairs by inspectors should be exempted from giving 
security for payment of the cost of the enquiry. Under clause 
(3) of section 141 of the Indian Companies Act expenses of the 
enquiry are payable by applicants unless the Government direct' 
that they shall be paid by the bank. It is suggested that the 
expenses shall be borne by the State if it results in a prosecution 
and in all other cases by the bank, unless otherwise direcled. We 
are unable to support this suggestion. 

Form of Balance-sheet . 

725. There appears to be a general demand that balance-sheets 
should contain more information than what is embodied therein 
at present. Form F of the balance-sheet prescribed by the Indian 
Companies Act is not considered comprehensive enough ; and it is 
suggested that the manner in which accounts are drawn up at 
present leaves much to be desired, because even those who are 
conversant with account-keeping are unable in many cases to gauge 
from the balance-sheets the actual position of a bank concerning 
assets and liabilities. This, it is urged, is one of the reasons wliv 
many people hesitate to rely upon balance-sheets of banking institu- 
tions. Some suggest that balance-sheets should be published at' 
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least once a year in a recognized form. Others suggest that there 
should be half-yearly, and a few even monthly, balance-sheets in 
prescribed forms. In addition, it is suggested, a bank should issue 
a fortnightly or monthly statement of its liabilities and assets in 
a form prescribed by the Reserve Bank or by the Government of 
India. Several witnesses have suggested that foreign banks work- 
ing in India should also be required to publish their balance-sheets. 
According to some witnesses, private bankers and firms should also 
be required to file their annual balance-sheets or statements show- 
ing the business done by them during the year. It is stated that 
the various exemptions and privileges allowed by law to a private 
limited company are inconsistent with a private limited company 
doing banking business and using the word “bank” in its name. 

726. Among the definite suggestions put forward as regards the 
revision of the existing form of the balance-sheet the most import- 
ant are those for obtaining more detailed particulars concerning 
book debts, loans to directors and officers, and investments. 

727. Under ‘book-debts’ witnesses have asked for numerous parti- 
culars regarding the different securities against which the debts are 
secured, debts guaranteed by directors of banks, debts due by 
joint-stock companies guaranteed by managing agents, etc. In 
the form of balance-sheet which we have suggested later on we 
have not included such particulars. It is not in consonance with 
the practice followed by banks in other countries, nor is it in the 
interests of the shareholders to give such details. 

Original Form F of balance-sheet included the following item 
on the Assets side : 

Book debts (distinguishing in the case of a bank between 
those considered good and in respect of which the 
bank is fully secured and those considered good for 
which the bank holds no security other than the 
debtor’s personal security, and distinguishing in alL 
cases between debts considered good and debts con- 
sidered doubtful or bad. Debts due by directors or 
other officers of the company or any of them either 
severally or jointly with any other person to be. 
separately stated in all cases). 

On the Liabilities side of the balance-sheet was an item 
“Provision for Bad and Doubtful Debts”. 

Where a bank had a bad debt which was written off and 
thereby expunged, there was no question of showing it in the 
balance-sheet. As a general rule, it was not the practice with 
the banks to show doubtful debts. If they did not write them 
off as bad, they created a specific provision out of profits (or out 
of some existing reserve account) to the exact amount of the doubt- 
ful debts. In such a case the debts were for practical purposes. 
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expunged, though, in fact, they still remained on the books; for 
instance, if a debit against the debtor A.B. had a corresponding 
credit in the A.B. provision account (or some such account), when 
a balance-sheet was taken out at the end of the year, the debit and 
credit referred to would cancel out and the balance-sheet would 
accordingly not show the doubtful debts or the corresponding pro- 
vision. In the year 1927, however, the Bombay High Court held 
that this procedure was illegal and that as long as the debt due 
by A.B. was not actually expunged, so long must it be shown as 
a doubtful debt and so long must the provision be shown on the 
other side of the balance-sheet as “Provision for Bad and Doubtful 
Debts”. As a result of this decision, a notification was issued by 
the Government of India in that year by which Form F was 
altered so as to exempt banks from disclosing bad and doubtful 
debts, if such debts had been provided for to the satisfaction of 
the auditors. Some of the witnesses consider that ,the alteration 
is not an improvement but a “definite slide-back”. This change, 
they say, was effected without consulting the various interests 
involved. The original provision, they urge, was useful in 
that it required the banks to bring to the notice of the share- 
holders the actual amount of bad and doubtful debts and put them 
on enquiry as to whether such debts were due to carelessness or 
dereliction of duty on the part of the management. After care- 
ful consideration of the question in all its bearings, we are of 
opinion that bad debts must be written off and that if full pro- 
vision is made for doubtful debts, the figure of loans and advances 
should be given in the balance-sheet after deducting the amount 
■of such provision. If, however, this has not been done, any balance 
of doubtful debts not fully provided for should be shown as indi- 
cated in the form suggested by us. 

728. It is suggested that loans granted by a bank to a limited 
company, the directors of which are also directors of the lending 
bank, should be separately shown and that similarly loans granted 
to a limited company in which any of the bank’s directors are 
members of the managing agents’ firm should also be stated 
separately. It is further suggested that loans granted by a bank 
to its directors, managing director, manager and secretary, includ- 
ing the sum repaid by them during the currency of a financial 
year, should be stated separately in the balance-sheet duly classi- 
fied and that they should not be mixed up under one heading with 
the loans granted by the bank to its other officers and employees. 
We have taken this suggestion into our consideratiori in drawing 
up the amended form of balance-sheet. 

729. It is also suggested that investments should be classified 
under important headings such as (1) Government paper, (2) immo- 
vable property, (3) debentures, (4) shares or stock of joint-stock 
companies, and (5) shares in subsidiary companies, .distinguishing 
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between those quoted on a recognized stock exchange and those 
■that are not so quoted. To cover all gilt-edged securities, it has 
been suggested that they should be classified for the purposes of 
the balance-sheet as Trustee Securities. It is moreover suggested 
that investments in shares or debentures of companies in which a 
director of a bank is interested as managing agent should be 
clearly specified in detail. Further, it is pointed out that the mode 
•of valuation is very elastic. The bank is not required to show its 
investments at either cost or market value, with the result that 
investments are shown in some cases at a valuation which may be 
neither the cost nor the market value. This position, it is urged, 
needs improvement, as instances have come to light in which 
appreciation in the market prices of investments was taken 
into account before the investments had been realized at 
those prices. It is, therefore, suggested that it should be made 
obligatory by law that all investments held by a bank should be 
valued for the purposes of its balance-sheet at or under market 
price and that this fact should be clearly stated on the face of 
the balance-sheet. We had the benefit of the advice of the foreign 
■experts on the question of the basis of valuation of securities. 
They have expressed the opinion that the valuation should be at 
cost or market price, whichever is the lower. If, however, this is 
laid down definitely as a basis for valuation of securities, banks 
that would, with a view to building up a secret reserve, prefer to 
show the valuation at a figure even lower than the cost or market 
price, whichever may be the lower, may be precluded from doing 
so. We are, therefore, of opinion that in order not to take away 
such option from them, the prescribed basis of valuation of secu- 
rities should be that the valuation should not be in excess of cost or 
.market price, whichever is the lower. 

730. Having examined the various suggestions placed before 
us for a revision of the form of balance-sheet, the more important 
■of which have been mentioned in the preceding paragraphs, we 
have drawn up a form of balance-sheet which in our opinion should 
meet all practical requirements. It does not require banks to give 
such details as may be inconvenient for them to divulge arid at the 
same time it embodies particulars which the shareholders are enti- 
tled to have to enable them to gauge the financial position of the 
banks. We recommend that this revised form of balance-sheet, 
•as given below, may be adopted in lieu of the existing form. 
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Capital and Liabilities. 

Capital— 

Authorised Capital. . . .shares of Rs each 

Issued Capital. . . .shares of Rs each 

Subscribed Capital. . . .shares of Rs each , 


Rs. a. p. Rp- 


Amount called up at Rs per share 

Less — Calls unpaid 


hare . . j» w. ■ 


Aid— Forfeited shares (amount paid-up) . 

Loans on Mortgage or Mortgage Debenture 
Bonds ....... 

Reserve 

(Details of separate funds, if any, may be given.) 
Liabilities — 

Current and Savings Bank Deposits 

Fixed Deposits 

Debts due to Banks, Agents, etc., fully secured 
against securities per contra 
Debts due to Banks, Agents, etc., unsecured . 

Bills payable 

Sundry Creditors 

Unclaimed dividends ..... 

Acceptances for Customers per contra . 

Bills for collection being Bills receivable 

per contra 

Profit and Loss — 

Balance as per previous Balance-sheet 

Less — Appropriation thereof .... 

Balance brought forward .... 
Profit since last Balance-sheet 


Contingent Inabilities . 
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Property and Assets. 

Cash — 

Cash in hand and at Bankers . . • 

Deposits at Call and Short Notice . 

Bullion in hand 

Investments — 

Gilt-edged and Trustee Securities . . 

Debentures 

Other items 

( N.B . — It should be stated here that the above* - 
mentioned securities have been valued on the 
basis that 4 * the valuation is not in excess of 
cost or market price, whichever is the lower 
If the securities stand at a value in excess of 
that basis, the amount by which their value 
exceeds that basis should be given.) 

Bills receivable per contra .... 
Loans and other advances — 

Cash Credits and Demand Advances 

Loans 

Bills Discounted ...... 

Sundry debtors and Debit balances 
[N.B . — The following statement should here be 
appended : — “ These Loans and Advances are 
shown after deducting full provision for doubt- 
ful debts.” 

If this has not been done, any balance of doubt- 
ful debts not fully provided for should 
shown in (3) below.] 

Included in the above-mentioned total are the 
following : — 

(1) Debts due by directors or officers of I 

the Bank t . . . . j 

(2) Other debts for the repayment of j 
which a director is responsible as 
guarantor or otherwise 

(3) Doubtful debts not fully provided for. 

Due from Customers for acceptances per 
contra ....... 

Land and Buildings (at cost) 

Less — Depreciation written off 

Furniture and Fixtures (at cost) 

Less — Depreciation written off 

Other Assets 

Profit and Loss (giving in the case of a debit 
balance details as far as possible as in the case 
. of credit balance). 


p.j Rs. 
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Profit and Loss Account . 

731. The Indian Companies Act does not make it obligatory on 
joint-stock companies to lay before the company a profit and loss 
account every year. It has been suggested that banks in India should 
be required to publish such a statement every year and that the form 
of this statement should be prescribed. We see no necessity for 
any statutory provision prescribing the form of the statement. 
Most of the banks already append a statement of profit and loss 
Recount to their balance-sheets. In order that shareholders may 
have sufficient time to consider and discuss the Directors' Report 
and the statement of accounts, we recommend that the Directors’ 
Report together with the balance-sheet should be posted to the 
shareholders not later than ten days before the day of the meeting 
and that the necessary provision should be made in the Articles of 
Association. 


Form G. 

732. Under section 136 of the Indian Companies Act every 
banking company is required to make a statement in the form 
marked G in the Third Schedule of the Act, or as near thereto as 
circumstances will admit, and to display a copy thereof and, until 
the display of the next following statement, keep it displayed in a 
conspicuous place in the registered office of the company and in 
every branch office or place where the business of the company 
is carried on. The existing form does not, however, include such 
particulars as are necessary to give an adequate idea of the liabilities 
and assets of a bank. It has, therefore, been suggested that in 
lieu of this statement an abstract of the balance-sheet may be 
displayed by the banks. We concur in this suggestion and recom- 
mend that there should be a provision in the Act requiring banks 
to display a copy of their entire balance-sheet in lieu of the state- 
ment in Form G and to continue to display it until the next follow- 
ing statement is published. 

Other Statements . 

733. Whether in addition to the balance-sheet banks should be 
required to prepare and publish other periodical returns and state- 
ments of their liabilities and assets, and if^so, in what form, and 
at what intervals, is a question which we think had better be left 
for the Reserve Bank to decide, when it is started. So far, how- 
ever, as the exchange banks are concerned, we have recommended 
that in addition to periodical statements provided for in the Reserve 
Bank Bill, annual statements showing their assets and liabilities 
relating to their Indian business, as prescribed by the Reserve Bank 
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from time to time, should be furnished by them to the Reserve Bank, 
as a condition of the grant of licence. Such statements should 
be exhibited by the exchange banks along with the balance-sheet 
at all their offices. The returns to be submitted by the banks to 
the Reserve Bank should be audited in such manner as may be- 
prescribed by the Reserve Bank. 

Annual General Meeting. 

734. Section 76 of the Indian Companies Act requires that a. 
general meeting of a banking company shall be held once at least 
in every year and not more than fifteen months after the holding of 
the last preceding general meeting. It has been suggested that 
for computation of time a distinction should be made between the' 
ordinary annual general meeting and the extraordinary general 
meeting and that the annual general meeting to pass the balance- 
sheet, accounts, etc., must be held not only once at least in a calen- 
dar year but also not later than 12 months (instead of 15 months as 
at present provided) from the date of holding of the last annual 
general meeting. We are of opinion that it should be sufficient if 
it is provided in the proposed Bank Act that the annual general 
meeting of a bank shall be held not later than three months after 
the close of the year. 

(4) Liquidation and amalgamation, 

735. If a Canadian Bank fails to meet any of its liabilities as 
they accrue, it is taken charge of by a “Curator” appointed by the 
Canadian Bankers’ Association. If within 90 days he is able to 
restore the solvency of the bank, it may resume business; other- 
wise the bank may be wound up. During the first three months 
of a bank’s suspension the stock-holders have a chance to raise 
funds and to restore the bank to solvency. If they fail, the Curator 
gives place to a liquidator. It should be possible for a bank in 
India which finds itself involved in difficulties to be reconstructed 
or amalgamated with a strong one. Timely assistance in such 
cases often averts disaster to all concerned. We, therefore, recom- 
mend that the law should permit a temporary moratorium on the 
recommendation of the Beserve Bank to prevent untimely and 
compulsory liquidation of a bank which is in difficulties. 

736. Amalgamation and reconstruction must remain a matter of' 
free negotiation and no legislation can assist in what would be an 
arrangement of mutual interest to the parties concerned. It is, 
however, suggested that the agency most competent to foster a 
movement for amalgamation is an Association of Bankers started 
on the lines of those in Canada and Australia. Others suggest the 
instrumentality of the Imperial Bank of India or the Reserve Bank- 
of India. It is also suggested that if a scheme for amalgamation 
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or reconstruction falls through, the Keserve Bank or an Association 
of Bankers, if such an Association exists, should be charged with 
the duty of giving, after examination of the assets of the insolvent 
bank, a guarantee to facilitate advance payment to depositors, as 
was given by Government in the case of the Alliance Bank of 
Simla. We are of opinion that it should be one of the functions 
of the Reserve Bank, when established, to lend its advice and 
co-operation in cases of amalgamation or reconstruction of. banks 
which are in difficulties. 

737. It has been suggested that there should be a provision in 
the Bank Act requiring that there can be no amalgamation of 
banking institutions without the permission of the Central Banking 
Institution of the country. We see no necessity for any such pro- 
vision. Generally, amalgamations are not and cannot be carried 
out secretly. The approval of the shareholders of both the institu- 
tions has to be obtained and wide publicity is given to the pro- 
posal for amalgamation before it is effected. It is primarily a 
matter for the shareholders to decide and any interference with 
their obvious right to dispose of their property as they think best 
would, in our opinion, be unwarranted. 

Appointment of Liquidators. 

738. It is superfluous to stress the desirability of selecting an 
independent person as liquidator. One of the duties of a liquidator 
is to examine the affairs of a bank and to take such action against 
its officers, auditors or directors as may be necessary in the light 
of such examination. It has, therefore, been suggested that no 
person should be appointed liquidator of a bank if, before or at the 
time of appointment, he was its director, officer or auditor, or held 
any other place of profit under the bank. We, however, do not 
Tecommend any legal provision expressly prohibiting of such an 
appointment inasmuch as in certain cases, particularly in the case 
of voluntary liquidation, it may be considered desirable and 
expedient to appoint as liquidator a person connected with the 
institution concerned and conversant with its affairs. 

739. It has been represented to us that at present creditors do 
not possess any effective control over the liquidation of an insolvent 
bank, although their stake is probably the largest. The position 
in England in regard to the question of appointment of a liquida- 
tor is as follows : 

“Where it is proposed to wind up a company voluntarily, 
the directors of the company, or, in the case of a 
company having more than two directors, the majority 
of the directors may, at a meeting of the directors 
held before the date on which the notices of the meet- 
ing at which the resolution for the winding up of 
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the company is to be proposed are sent out, make a 
statutory declaration to the effect that they have 
made a full inquiry into the affairs of the company, 
and that, having so done, they have formed the 
opinioh that the company will be able to pay its debts 
in full within a period, not exceeding twelve months, 
from the commencement of the winding up.” (Sec- 
tion 2o(Jj. 

A winding up in the case of which a declaration has been thus 
made and delivered to the Registrar of Companies in accordance 
with the provisions of the Act is referred to in the Act as “a mem- 
ber’s voluntary winding up” and in such a case the right of 
appointing a liquidator vests in the company. A winding up in 
the case of which no declaration has been made and delivered as 
aforesaid is referred to in the Act as 4 ‘a creditor’s voluntary winding 
up”. In such a case the creditors and the company may at their 
respective meetings nominate a person to be liquidator for winding 
up the affairs and distributing the assets of the company. If the 
creditors and the company nominate different persons, the choice 
of the creditors prevails and the person nominated by them 
becomes liquidator, provided, however, that any director, member, 
or creditor of the company may apply to the court for an order 
either directing that the person nominated as liquidator by the com- 
pany shall be liquidator instead of or jointly with the person 
nominated by the creditors, or appointing some other person to be 
liquidator instead of the person appointed by the creditors (sec- 
tion 239). Similar provisions are advocated in regard to the wind- 
ing up of banks in India. We consider, however, that the object 
in view will be met by a provision that in the case of voluntary 
liquidation of a bank the appointment of a liquidator shall be made 
by - or with the approval of the Board of Directors of the Reserve 
Bank. 

.740. It is also suggested that in the case of compulsory liquida- 
tion there should be provisions on the lines of the English Com- 
panies Act for safeguarding the interests of creditors by the super- 
vision of a committee of inspection or where there is no com- 
mittee of inspection by the Board of Trade. We bring this sugges- 
tion to the notice of Government with a view to such action being 
taken in the matter as may be considered suitable. 

Committees of Inspection. 

741. In the case of compulsory winding up, as well as creditors*’ 
voluntary winding up, of a company in England, the (English)' 
Companies Act, 1929, provides for the appointment of a committee 
of inspection consisting of creditors and contributories of the com- 
pany, or persons holding general powers of attorney from them, in 
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such proportions as may be agreed on by the meetings of creditor® 
and contributories, or as, in case of difference, may be determined 
by the court (sections 199 and 240). It has been represented 
to us that in the matter of liquidation of the Alliance Bank of 
Simla the committee of investigation appointed, by the creditors of 
that bank was powerless as it did not carry any such legal status,, 
and a suggestion has been made that the Bank Act should provide 
for the appointment of statutory committees of inspection as in 
England. We accordingly recommend that provision should be 
made in the proposed Bank Act for the appointment of committees 
of inspection in the case of compulsory as well as voluntary liqui- 
dation of a bank. 

Protection of special classes of depositors. 

742. It has been suggested that depositors of small amounts- 
should be given protection and preference bj law and that in case 
of liquidation savings deposits should be given priority over other 
deposits. It is also suggested that banks should be required by 
law to hold in reserve 50 per cent of their current deposits, 25 per 
cent of savings deposits and 12-J- per cent of fixed deposits ; that 
amounts held by a single individual in current account and savings 
bank account up to Us. 500 should be exempt from attachment 
under civil court decrees; that a special class of deposits called 
‘‘provident fund deposits” or “specific purpose deposits” may be 
created and that these deposits should be given priority in case of 
failure of a bank with which such deposits are lodged. We are, 
however, not in favour of any preference being given to any class 
of depositors. 


Liquidation of non-Indian banks . 

7l3. It has been suggested to us that special safeguards should 
be provided for protecting the interests of Indian depositors and 
creditors in the event of winding-up of non-Indian banks. We may 
mention that the view of the foreign experts on this question 
is that although on principle it would not be unreasonable to 
make such a provision, it would not be wise to do so inasmuch as, 
if every country where a foreign bank were working did the 
same, the bank would have to split up its assets against its 
liability in several countries and the position of the whole 
institution and perhaps of all the creditors would be weakened. 
We have carefully considered the difficulties pointed out by the 
experts, but having regard to the peculiar conditions prevailing in 
this country we recommend that there should be some arrangement 
under which the Indian creditors of a non-Indian institution taken 
into liquidation should have a prior claim on its assets in India and 
should also share in the general distribution of its assets outside the: 
country should there be a shortage in the assets held in India. 
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Acquisition of controlling interest in banking institutions. 

744* It is proposed that banks should be prohibited by law from 
acquiring a controlling interest in other banking institutions with- 
out the disclosure of such information to the Central Banking Ins- 
titution. It is also proposed that any party, firm, institution or 
company which is non-Indian should be prevented from acquiring a 
controlling interest in any bank or company registered in India. 
We are unable to support these proposals as we hold that it is a 
matter for the shareholders to decide. 

Protection of banks from unjust attacks. 

lib. The desirability of protecting banking institutions against 
wild rumours apd unjust attacks has been very forcibly brought 
to our notice. Several witnesses are in favour of some protection 
being given to banks against credit-wreckers and have suggested 
that there should be a provision in law to the effect that a certifi- 
cate should be obtained from the Advocate General or from the 
Registrar of Companies before any one institutes criminal proceed- 
ings against a banking company. Others, however, consider that 
such a remedy would be worse than the disease. The Advocate 
General would only consider whether there is a prinia facie case 
and if he certified a prosecution, the position of the bank would 
become more serious and much worse than under the existing condi- 
tions. Moreover, it cannot be expected that the application for a 
certificate would be kept secret, so that even if the suggested 
remedy were provided for by law, it would prove inefficacious. 
We are inclined to believe that concealment in such a case would 
have a more harmful effect than a full disclosure. While, 
therefore, we are not in a position to suggest any legal remedy, 
we leave it to the legislature to consider whether any practical 
remedy can be devised to protect banks from frivolous proceedings. 

746. It is suggested that proceedings against banks should be 
conducted in camera. We find that under the present procedure 
the magistrate concerned has the power to conduct the proceedings 
in camera and to make sufficient enquiries before a process is 
issued. 

747. It has been represented to us that a greater danger to banks 
from discontented shareholders is the facility given by clause VI 
of section 162 of the Indian Companies Act under which an appli- 
cation may be filed for the winding-up of a company “if the court 
is of opinion that it is just and equitable that the company should 
be wound up” ; and that the panic created by such an application is 
likely to be greater than a criminal suit against the directors on 
technical grounds. It is, therefore, suggested that the clause should 
be amended so as to exclude banks and other credit institutions from 
its operation. We cannot support this suggestion. 

2 p 
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Bear Raids on shares. 

7 £8, Sometimes a bail’s credit is sought to be damaged by a 

bear raid on its shares on the Stock Exchange. It is suggested 
that this can be effectively checked by requiring that every seller 
of banks’ shares shall give the actual numbers of shares at the 
time he sells them. This suggestion is based on Leeman’s Act' 
in England (The Sale and Purchase of Bank Shares Act, 1867) 
which curbs speculation in bank shares by insisting on the numbers 
of the shares or stock bought or sold being specifically stated in 
the contracts, or if there are no distinguishing numbers, the names 
of the registered proprietors being mentioned. We regard this as 
a measure of great importance for the protection of banks and 
recommend that there should be a provision in the Act to the effect 
that it should be incumbent on every seller of banks’ shares to give 
the actual numbers of the shares at the time he sells them. 
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BANKING EDUCATION. 

Recognition of studies in commercial subjects including 

BANKING. 

749. Until the end of the last century commercial education 
appears to have received little attention in this country. Banking 
•education, which is a branch of higher commercial education, was 
not even thought of. During the last three decades, however, 
^public interest in the question has been aroused and considerable 
impetus has been given to the systematic study of commercial 
subjects, including banking, which have been incorporated by 
almost all the Indian Universities in the curricula for their e^aniir 
.nations. In nearly al| the provinces commercial subjects also form 
part of the optional subjects which may be taken at the various, 
-examinations held at the end of the intermediate and secondary 
school courses. Several schools and colleges specialising ip com- 
mercial subjects have been established in the principal cities, T^e 
number of students attending such institutions and reading ^jther 
for a diploma or a degree has beep steadily increasing. Ip the 
year 1928-29 there were 7 colleges with 1,599 students and 149 
schools with 7,069 students imparting education in commercial 
subjects. The distribution of schools and colleges by provinces ie 
shown in Annexure A. 

Existing Institutions providing facilities for commercial 

studies. 

750. The institutions providing facilities for the study of com- 
mercial subjects, including banking, may be classified as follows : — 

(1) Commercial schools preparing students for a certificate 

or diploma. 

(2) Secondary schools wdiere commercial subjects are taught 

as optional subjects or to which separate commercial 
classes are attached. 

(8) Universities awarding either a special degree in Com- 
merce, or the general arts degree, after a study of 
economics and other cognate sciences. Theoretical 
instruction for the B.Com. degree is imparted either 
in a special Department of the University or at a 
separate institution specializing in such subjects and 
affiliated to the University. Examples of the former 
type are furnished by the Departments of Commerce 

< 483 ) 
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established by the unitary teaching Universities o £ 
Lucknow and Allahabad ; and of the latter type by 
the Sydenham College of Commerce of the Bombay 
University and the Hailey College of Commerce 
affiliated to the Punjab University. 

(4) The Indian Institute of Bankers. 


The Sydenham College of Commerce. 

751. The question of recognizing the scientific study of com- 
merce was raised in Bombay in the year 1905. After investiga- 
tion of the question through a Committee, the Senate of the 
Bombay University adopted, in the year 1912, the Committee’s 
recommendation advocating the institution of a degree of Bachelor 
of Commerce as the most suitable method of encouraging commer- 
cial education. In the following year the Sydenham College of’ 
Commerce and Economics was inaugurated by the Government of 
Bombay for training students for the degree. Under the old re- 
gulations of the University the subject of “Special Branches of 
Economics”, which included elements of Banking and Currency, 
was one of the compulsory subjects prescribed for the examination 
for the B.Com. degree. The new regulations adopted in 1925 
give prominence to the subject of Indian Currency, Banking and 
Exchange for the B.Com. examination. Those who take Advanced’ 
Banking as their optional subject are required to acquire a know- 
ledge of the Credit Organisations of the principal countries of the' 
world, Banking Law and Practice and Currency Problems. Candi- 
dates are required to have a fair knowledge of Economics, Account- 
ing, Commercial Geography, Public Finance, Mercantile Law, 
Modern Econqmic Development , Trade and Statistics, and of one? 
of the following optional subjects : — 

(1) Advanced Accounting and Auditing, 

(2) Advanced Banking, including Banking Law. 

(3) The Organization of the Indian Cotton Industry. 

(4) Actuarial Science, 

(5) Economics of Transport. 

752. The Sydenham College of Commerce is so far the only- 
institution preparing students for the B.Com. degree that has been 
affiliated to the Bombay University. The first examination for 
this degree was held in the year 1916 when 50 candidates sat for 
the examination. The number of candidates that appeared for the 
two examinations held in 1930 was 153. Compared with the 
number of candidates for other examinations, this increase in the- 
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entries for the examination for the B.Com. degree during the 
period of fifteen years appears to be very small, as will be seen 
from the following table : — 


Year. 

No. of candidates for the degree of 
B.A. B.Sc. B.Com. 

1016 

780 

55 

50 

1930 

. 1,494 

933 

153 


It would appear from a study of these figures that either 
graduates having the B.Com. degree are not much in demand or 
that the initial salary offered to this class of graduates and their 
prospects are not such as to attract many students. The statistics 
regarding the other Universities in India also show that the B.Com. 
degree has not much attraction for youths at our universities (vide 
Annexure B). 

753. Besides preparing students for the University examina- 
tion, the Sydenham College of Commerce arranges from time to 
time for special courses of evening lectures being delivered at the 
college on subjects of interest to those engaged in banking. 
Among the subjects dealt with are- banking, banking law, -stock 
exchange securities, foreign exchanges and bankers as lenders. 
These lectures are open to bank employees and others either free 
of charge or on payment of a >small fee. 

Government Commercial Institute, 'Calcutta. 

754. The Government Commercial Institute in Calcutta also 
imparts education in banking by courses of evening lectures. As 
early as 1906 the Calcutta University recognized Banking and 
Currency as special subjects for the M. A. degree in Economics. 
It has also since instituted a Bachelor of Commerce degree, the 
syllabus for which covers Accountancy, Auditing, Banking and 
Currency, Business Organization, Inland and Foreign Trade, Trans- 
port and Commercial Law. This is followed bv the M. A. degree 
in Commerce, which requires a higher form of training in these 
subjects. 

Other Institutions. 

755. In some of the University centres, such as Bombay, 
Calcutta and Lahore, certain commercial institutions affiliated to 
the Universities prepare students for the degrees instituted by; 
them. For instance, the Universities of Lucknow, Allahabad,' 
Punjab and Agra which have during the last decade instituted the' 
Commerce degree, have made arrangements to prepare students 
for the degree courses, which include Banking. At Lahore, the 
Hailey College of Commerce and Economics has recently been 
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established more or less on the model of the Sydenham Colleger 
of Commerce in Bombay. The Madras University has a faculty of. 
commerce and has made provision for a degree in commerce, but 
there are no arrangements for preparing students for the degree- 
in any of the constituent or affiliated colleges. Provision is, how- 
ever, made by the University for a post-graduate course extending 
over a year leading to a diploma in Economics and Banking, and 
Co-operation and Rural Economics form an important part of the 
diploma course. It is in our opinion desirable that in every Uni- 
versity there should be some arrangements for the training of 
students at recognized institutions for the degree courses. 


Elementary instruction in commercial subjects. 

756. In nearly all the provinces commercial subjects are in- 
cluded among the optional subjects for the examinations held at 
the end of the secondary school course. Most of the commercial 
schools provide courses in shorthand, typewriting, book-keeping, 
banking and commercial geography, but a few have a larger variety 
of courses. There is a Government Commercial Institute at 
Madras and also kt Calicut. There is also a School of Commerce 
at Vizagapataln, which prepares students for the Government 
Technical Examinations in shorthand, book-keeping, theory and 
practice of commerce, banking and commercial geography. In the 
year 1926 the Government of Bombay started two commercial 
secondary classes attached to the ordinary secondary schools at 
Bombay and Broach and instituted the Government Commercial 
and Clerical Certificate Examination. For the training of students 
for this examination they recognized several private institutions 
also. About the same time the Indian Merchants Chamber, 
Bombay, instituted the examination for a diploma in Commerce, 
similar to the Certificate of the London Chamber of Commerce. 
In the syllabus of studies for both these examinations banking 
fcfccupies an important place. In Bengal, apart from the University 
commercial classes, the most important commercial institution is 
the Government Commercial Institute, Calcutta. Several import- 
ant changes have taken place in the Punjab during the last few 
years. The Institute of Commerce, Lahore, was closed and in its 
place a two years’ training class was started for matriculates at the 
Central Model School. Pre-matriculation classes were closed and 
post-matriculation classes opened at Amritsar, Jullundur, Lyallpur, 
Multan, Jhang, Sialkot, Ambala, Rohtak and Ludhiana. In the 
province of Delhi there are seven commercial classes attached to 
Secondary Schools and the Commercial High School' has been recog- 
nized by. the Secondary Board of Education. In the United Pro- 
vinces and in Bihar and Orissa there are very few commercial 
schools: in the Central Provinces and Assam there is none 
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Activities of tee Indian Institute of Bankers. 

757. Recently the Indian Institute of Bankers has entered the 
field of banking education. The Institute \Vas established in the 
year 1928' with the following among other objects : — 

(1) To encourage the study of the theory of banking and for 

that purpose to institute a scheme of examinations 
and to give certificates, scholarships and prizes. 

(2) To promote information on banking and kindred subjects 

by lectures, discussions, books and correspondence 
with public bodies and individuals. 

(3) To collect and circulate statistics, and other information 

relating to the business of banking in India. 

(4) To maintain a library consisting of works on banking, 

commerce, finance, political economy, and kindred 
subjects. 

(5) To print and publish such newspapers, periodicals. 

books, or leaflets as the Institute may consider advis- 
able. 

758. It is the aim and intention of the Council of the Institute 
that it should develop arid function on lines similar to those of the 
English Institute of Bankers, the activities of which are mainly 
educational. The Institute has already inaugurated an annual 
Associate Examination. The examination was held in April 1930 
at no less than 43 centres. The number of entries for Part I of the 
Institute’s Examination was 954 and for Part II 191, the number 
of successful candidates being 421 and 114 respectively. 

759. The standard of this test is intended to be in all respects 
equal to that of the examinations held by the English Institute. 
While, however, the examinations conducted by the latter are 
mainly adapted to the needs of bankers in Great Britain, the 
examinations of the Indian Institute will closely conform to the 
needs of bankers in India. There is no reason why Indian youths 
living in India and working in Indian institutions should now read 
for the examinations of institutions outside the country, when 
there are ample arrangements for such studies and examinations 
in India. 

760. In England most of the banks give a grant towards the 
expenses of the tuition of their employees reading for the Associate 
examination, and they also give substantial rewards to those who 
pass the examination. In some of the banks the names of such em- 
ployees are taken out of the routine staff list and filed in a special 
list marked “for promotion”. Similarly, in India importance will, 
no doubt, be attached to the professional qualification which the 
Associate certificate implies. The examinations of the Institute 
are already recognized by some of the banks and it is intended that 
a high standard of examination shall be maintained. 
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761. It is necessary to add that the Institute merely holds ^x- 
ammations. It is not a teaching body. It does not maintain 
any school or staff for teaching, nor does it give any grant-in-aid 
to any educational institution for conducting classes. The conduct 
of examinations is not, however, the only branch of the Institute’s 
activities. In addition, it arranges for a series of lectures being 
given by experts on various subjects of interest to bankers, parti- 
cularly with a view to assisting members in their studies for the 
Associate examination. To keep the members in different parts of 
India, Burma and Ceylon in touch with the activities of the Insti- 
tute, a journal is issued every quarter and is supplied free of charge 
to all members. Besides furnishing information relating to the 
affairs of the Institute, the journal contains articles by important 
persons in the world of finance. Facilities for reading and studying 
literature on banking, finance and kindred subjects have been pro- 
vided by the establishment of libraries and reading rooms for mem- 
bers at Bombay and Calcutta. A nucleus of a library has also been 
formed at Madras. It is the aim of th$ Council to open additional 
centres at important places and to provide similar facilities at such 
centres. The number of members is now over a thousand and is 
steadily increasing. Thus within a short time after its establish- 
ment the Institute has extended its activities in different direc- 
tions, and it gives promise of being a powerful factor in the banking 
system of the country, particularly in the sphere of banking educa- 
tion. We have only one suggestion to offer for the extension of 
its activities. It is, in our opinion, desirable that arrangements 
should be made by the Institute for University lectures and courses 
of instruction at different centres in the subjects included in the 
curriculum of the Institute. 


Co-ordination of effort between Banks and Educational 

Institutions. 

762. No co-ordination of effort exists at present between the 
Universities and the banks in India. The Universities do not 
appear to have devoted much thought to the question of giving their 
commercial courses a more practical turn than is the case at pre- 
sent. On the other hand, banks do not appear to attach much 
value to the theoretical instruction in banking given in the Com- 
mercial schools and colleges, nor do they provide facilities for sup- 
plementing such instruction by practical training. A few banks 
give facilities to students preparing for the examination of the 
English Institute of Bankers, but this is rather to enable the 
students to be admitted to the examinations than to train them with 
a view to recruitment in the service of the banks. 

763. As a rule banks in India do not provide any special facili- 
ties for the training of boys in banking business. Judging from the 
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information available to tKe Committee, with the exceptions of the 
Imperial Bank of India and the Peoples Bank of Northern India, 
there is no bank in the country that has a definite scheme for train- 
ing young men in banking business with a view to recruitment in 
the bank’s service. Under the Probationers’ scheme of the Imperial 
Bank of India, preference is given to candidates who have obtained 
the degree of Bachelor of Commerce, to graduates of a recognized 
University of the United Kingdom or India, to persons who have 
passed the examination of the Institute of Bankers in England, 
Scotland, Ireland or India, and to those who have had previous 
banking experience. Facilities for training are given to" selected 
candidates. Staff officers have in the past been largely recruited 
m England, but such posts are now to an increasing extent being 
filled by promotion. It may be noted, however, that some of the 
witnesses have complained that the process of Indianisation of the 
superior staff has been far too slow. 

The Scheme of the Peoples Bank of Northern India is designed 
to select suitable candidates for employment with a view to their 
being trained in the theory and practice of banking. The selected 
candidates are required to join the school maintained by the bank. 
After a time they are again examined and the final selection is . 
made. 

764. It is the opinion of some that the practical training re- 
ceived by employees in a bank in the course of their employment 
meets all the requirements of the bank and that it is not particularly 
necessary to institute theoretical courses of study in banking in 
schools and colleges. Some of the witnesses have, however, ex- 
pressed the opinion that the development of banking has been 
hindered owing to the paucity of Indians trained in the theory as 
well as in the practice of banking. Owing to lack of co-ordination 
between the banks and the educational institutions there are at 
present, on the one hand, many men trained in hanks in the busi- 
ness of banking but devoid of sound general education and sufficient 
knowledge of the theory of banking, so that they are not considered 
fully qualified to hold posts of bank manager or assistant manager. 
On the other hand, there are graduates well versed in theory but 
devoid of practical knowledge, who are not readily taken up by 
banks. 

765. It has been suggested that the Institute of Bankers should 
serve as a liaison between the banks and the Universities in con- 
nection with the training of youths in banking. Close co-ordina- 
tion of effort is essential on the part of the Universities, the banks 
and the institutions engaged in imparting or promoting banking 
education (1.) to make the courses practical : (Q>) to provide for 
practical training; and (3) to arrange for the employment of 
trained youths in the banks. In these directions there i& much 1 
scope for useful work for the Institute of Bankers. For instance, 
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it can make useful suggestions to the Universities concerning the 
courses of studies and may approach educational institutions and 
secure their co-operation in arranging coutses of lectures of special 
interest to bank employees. It may also arrange to receive in- 
quiries from its members for suitable candidates for vacancies in 
their banks and pass on such enquiries to the educational institu- 
tions concerned. We approve of the suggestion. 


Higher training Outside India. 

766. Generally speaking, higher training outside India is not 
necessary for youths aspiring to a successful career as bankers. 
It appears to be the general opinion that there are better oppor- 
tunities for bank probationers and bank assistants to get a sound 
training in this country than in England. An Indian student 
passing the examination of the London or the Indian Institute 
of Bankers, with a few years’ practical training in India, would, 
it is stated, be better qualified for, and prove more efficient in, the 
discharge of his duties than one who works in a branch office of a 
London bank and returns to India with the idea of having received 
special training outside India. An Indian apprentice in an 
English Bank would not ordinarily have the opportunity to get 
an insight into higher banking problems. He would be more or 
less employed on routine work, and the knowledge gained cannot 
be of material assistance to him in his future career. The best 
results could only be obtained if practical knowledge and experience 
were combined with theoretical study. It would, however, be 
desirable, if it could be arranged, to send young Indians possessing - 
high qualifications after they have had a good preliminary training 
in banks in India for the study of advanced banking, especially for 
the practical study of international exchange and other subjects 
connected with currency and, exchange in exchange banks abroad. 
A note of warning may, however, be sounded. Deputing recruits 
of mediocre ability for the study of banking in foreign countries 
would serve no useful purpose. Only students possessing higE 
qualifications and having good practical banking experience would 
be able to take real advantage of such studies, provided they were* 
given adequate facilities. 

767. It is suggested that, should it be found difficult to secure 
for Indians adequate facilities for such advanced studies in foreign 
banks abroad, Government might make special arrangements for 
such training and that exchange banks doing business -in India 
ishould be required to provide the necessary facilities in return 
for the business facilities they enjoy in India. It is also suggested 
that scholarships should he given by Government and by banka 
to employees of banks proceeding to Europe for sucK studies. 
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Study of the Indigenous Banking System. 

768. The practical training of youths desiring to take up indigen- 
ous banking as their profession begins early in the firm of indigen- 
ous bankers. It is held by some that such training leaves little 
to be desired. Others, however, are of opinion that a knowledge of 
the theory and broad principles of banking would be decidedly an 
advantage to such bankers. It has, therefore, been suggested chat 
banking and commerce should be introduced as an additional sub- 
ject in secondary school classes. The Central Provinces Committee 
recommend the addition of banking and commerce as an optional 
subject in the vernacular and Anglo-vernacular middle schools and 
high schools so as to enable sons of bankers and moneylenders to- 
acquire knowiedge of modern methods of banking.* We recom- 
mend that, wherever possible, instruction should be given in secon- 
dary schools in elementary accounting, discount, co-operative prin- 
ciples and elements of banking and that the subjects should be 
taught systematically wherever introduced. 

769. The All-India Co-operative Institutes’ Association consi- 
der that the Indian Institute of Bankers should arrange, in differ- 
ent important centres, for courses of lectures in the vernacular of 
the community to which the local indigenous banker belongs and to 
hold special examinations, on the result of which certificates could 
be awarded. They are inclined to believe that it is possible chat 
such an arrangement would attract the sons and relatives of indi- 
genous bankers who would like to have some theoretical grounding 
in their profession in their own vernacular, in addition to the prac- 
tical training that they might be receiving in their own pedht 
(office). The suggestion is one worthy of consideration by the Ins- 
titute. 

770. It is also suggested that a paper on banking should be set 
at the vernacular final examination and that there should be 
some arrangement for the continuance of the study of indigenous 
banking beyond the high school course. We are not in favour of 
this suggestion, nor do we recommend the proposal that a special 
chair for the subject of indigenous banking may be instituted in the 
universities. There is at present no chair even for modem bank- 
ing find it would be idle to press for a chair for indigenous banking 
at this stage. Moreover, there are hardly any special features of 
indigenous banking that could be taught with advantage at the 
Universities. 

771. An interesting suggestion has been made by the Managing 
Governor of the Imperial Bank of India that sons of the indigenous 
banking families mav be encouraged to join joint-stock banks. 
'Asked whether the competition between indigenous bankers and 


* Central Provinces, para. 2134. 
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joint-stock banks would not militate against the proposal, he stated 
that in spite of competition such an arrangement should be feasible. 
We are of opinion that, if possible, it would be very desirable to 
introduce such an arrangement ? as it would accelerate the process 
of modernizing the methods of indigenous banking while retaining 
its identity. 


Study of Co-operative Banking. 

772. One of the principal complaints heard, from the supporters 
as w r ell as the critics of the co-operative movement is in regard to 
the lack of understanding of the principles of co-operation amodg the 
general body of members of co-operative societies and the scarcity of 
trained men for employment on the staff of' co-operative organiza- 
tions.* The remedy suggested is “teaching, more teaching and still 
more teaching”. It has, no doubt, long been the policy of the co- 
operative departments in the different provinces to train members in 
the principles of co-operation and rural finance, but almost all the 
Provincial Committees have pointed out that a good deal remains to 
be done in that direction. We desire to emphasize the need for 
such education and training on an extended scale. 

773. There are some facilities for education in co-operative 
banking in the existing system of secondary and university educa- 
tion in the country. For instance, co-operation is included in the 
Economics course for the B.A. degree and for the B.A. Pass and 
Honours courses. Most of the Universities prescribe a special 
paper or papers on co-operation for the examination for the degree 
of Master of Arts. It is also an optional subject for the Inter- 
mediate course. There is, however, no regular school or college 
w’here training in co-operative finance and banking is imparted, 
although in the Economics departments of some of the Universi- 
ties agricultural economics and co-operative banking Have been 
receiving increased attention. The curricula for the examination 
for the degree of B.Com. and other commercial examinations and 
for the Associate examinations of the Indian Institute of Bankers 
do not specifically include co-operative banking. It has been sug- 
gested that considering the importance of this branch of banking, 
particularly to this country, it should find a place in the curriculum 
of studies for the examination of the Institute of Bankers, at least’ 
as an optional subject. We commend this suggestion for the 
consideration of the Institute. 

774. In the Sydenham College of Commerce of Bombay a 
separate paper is set to candidates aspiring for service in co-opera- 
tive banks. The Bombay Provincial Co-operative Institute also' 
holds an examination for the Banks’ Officers' Diploma.* Candidates 

* V’Ae Reports of th« Townsend Committee (paragraph M), of the Linlithgow 
Commission (paragraph 373), and of the Provincial Banking Enquiry Committees 
{Bombay , paras. 208 and 209, Madias, para. 340 , Punjab, paras. 161 and 152, and 
Bihar and Orissa, para. 291). 
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for the co-operative bank managers' and bank inspectors’ examina- 
tions, conducted by the Provincial Co-operative Institute, Bombay, 
have* to undergo a course of practical training at the Provincial 
Bank and its affiliated institutions for which facilities are provided 
b} these banks. Apprentices are entertained by this Bank and 
also by some other banks. It is believed that this system has 
proved useful in training junior workers for all grades of co-opera- 
tive institutions. The Institute holds classes for these examinations 
and has established three co-operative schools in Gujerat, Maha- 
rashtra and the Karnatak where, among other courses, special 
courses are arranged for preparing candidates for the posts of 
central co-operative banks’ inspectors and urban co-operative 
banks’ secretaries. 

775. In Madras also arrangements have been in existence for 
the last three or four years for imparting training in co-operation. 
There are at present seven training centres at work. The one in 
the city of Madras is attached to the Government School of Com- 
merce and admits only graduates, preferably those who have 
graduated in economics. Besides this institution, there are six- 
training schools in the mofussil which provide shorter courses in 
the same subjects, and admit for training not only graduates and 
intermediates, but also those who hold the secondary school 
leaving certificate. We understand that the syllabus now in 
force is undergoing revision, and that co-operative production and 
co-operative marketing have been included in the new syllabus. 
The activities of these institutions are co-ordinated by a Central 
Committee consisting of a representative from each of the training 
institutions, and two educational experts co-opted by them, with 
the President of the Provincial Co-operative Union and the Regis- 
trar of Co-operative Societies as ex-officio members. The Govern- 
ment of Madras bear the entire cost of the institute in the city and 
subsidize the mofussil institutes, besides lending the services of a. 
few departmental officials to teach some of the subjects. The 
Madras Provincial Co-operative Bank trains 3 or 4 apprentices 
every year for higher appointments in co-operative central banks 
or district federations. Some of the district co-operative federa- 
tions, are arranging to have, with the aid of a Government subsidy, 
peripatetic instructors who would go round lecturing to the villagers 
singly or in small groups. 

776. The Madras Committee suggest* that the difficulty of 
finding persons to carry on the business of co-operative sale socie- 
ties may be mitigated by introducing closer study of the marketing 
of agricultural produce in the co-operative training institutes in 
the mofussil and in the Central School in Madras. It is not essen- 
tial that such persons should be trained in the technical methods 
involved in growing the crops but, it is urged, they must be taught 


* Madras para. 207. 
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and, if possible, given practical training in the technicalities of 
trade in the country and also in the methods which have been 
successful in organizing co-operative marketing in other countries. 
We approve of this suggestion and recommend that closer study 
of marketing of agricultural produce may be introduced in the co- 
operative training institutes. The co-operative institutes can do 
n great deal to assist marketing by investigating through their 
permanent staff marketing conditions and by collecting statistics 
of prices of produce and cost of production. 

777. The report recently published on the system of training 
co-operative officers in the Punjab and the United Provinces con- 
tains interesting details concerning the training classes conducted 
at Gurdaspiu* and Lyallpur in the Punjab and' at Partabgarh in 
the United Provinces. The main object of the training class for 
inspectors at Gurdaspur is to impart thorough .knowledge in the 
theory, law and practice cf co-operation, rural economics and other 
.allied subjects, tp those who seek employment in the cq-operative 
department and to equip them fully for rural reconstruction work. 
.Since 1918 candidates have been selected from members of the 
notified agricultural tribes (who are generally M.A.’s pr graduates 
■with first class honours in Economics or in Agriculture) as it is 
•considered that in propaganda and in missionary and educational 
work an intimate acquaintance with the life of the cultivators and 
-the artisans, who are to be approached, and sympathy with their 
out|ook is essential. The candidates receive a course of inten- 
sive teaching in Rural Economics and Law and Theory and Prac- 
tice of Co-operation, Banking and Finance. A terminal examina- 
tion is held, the standard of which corresponds to that of the ex- 
amination fpc the M.A. degree of the Punjab University. Just alter 
the terminal examination candidates &re sent to the central banks 
to study their methods of working and account-keeping. A perma- 
nent inspector is also required to attend the Rural Economy class 
at Lyallpur for a month. He must continue his studies as long 
as he is in service. Refresher courses are annually held in circles 
of Assistant Registrars. An inspectress has been appointed to work 
•among the women of the province. Classes are also held for the 
training of candidates for the posts of sub-inspectors. 

77$. In the United Provinces of Agra and Oudh also there are 
training classes for officers. The period of instruction, which 
is both theoretical and practical, lasts for about six months. After 
the completion of the training at Partabgarh candidates are placed 
under circle inspectors for practical training for a period of three 
months. Rural reconstruction is an important item in the syllabus 
and a refresher course is also arranged for, as in the Punjab. 

779. We recompi^ that co-operative educational institutions 
should be established in each province. The subjects, which 
•amongst others will have to be studied, are co-operative education, 
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propaganda, progressive farming methods, banking, accountancy, 
rural economy, marketing methods and rural industry. We feel 
that there is need for an All-India Co-operative College also for 
higher study of co-operation and allied subjects and research work. 
The Provincial and the Central Co-operative Colleges should not 
be Government institutions. The question of their establishment 
should be left to organizations conducted by co-operators them- 
selves, though Government may assist them by means of grants. 
In this connection we invite attention to the recommendations 
made by the Royal Commission on Agriculture in India in par** 
graphs 376 and 389 of their Report regarding the provision of 
facilities for the study of co-operative developments in India and 
abroad. 

780. As regards recruitment of the staff, the co-operative banks 
generally prefer B. Corns, or G.D.As. and those who have passed 
the examinations held by the Co-operative Institutes. It has been 
suggested by the All-India Co-operative Institutes* Association that 
appointments should be made on the result of a competitjye 
examination, which should be specially held for the purpose once 
a year by the Association at different centres and th'at arrange- 
ments for the practical training of the selected candidates sljpijdcl 
be made in co-ordination with the Registrars of Co-operative 
Societies and the Provincial Co-operative Banks. We consider it 
necessary that officers of co-operative central and provincial banks 
should have received full training at, and passed the examinations 
of, the co-operative educational institutions mentioned above and 
that this should be an essential condition governing the recrpit- 
ment of the staff of officers. 
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ANNEXURE A. 


I. — Commercial Schools by Provinces 

in the year 

1928-29. 


j 

i Number 

Province. 

. Schools. 

! of 


i 

I pupils. 

i 

Madras . .* • ... 

i 

44 

j 

j 1,682 

Bombay ........ 

32 

1,80 i 

Bengal ........ 

22 

1,942 

United Provinces • .... 

4 

203 

Punjab 

12 

328 

Burma • 

11 

491 

Bihar and Orissa 

13 

i 363 

Central Provinces 


! 

Assam 

•• 


Delhi 

i 

256 

British India 

149 | 

J ' 

7,069 

XI. — Commercial Colleges by Provinces in the year 1928-29.. 



Number 

Province. 

Colleges. 

of 



pupils. 

Madras 



Bombay ........ 

1 

283 

Bengal 

4 

486 

United Provinces 

1 

748 

Punjab ... ... 

1 

82 

Burma • 

•• 


Bihar and Orissa • 

•• 


Delhi • . • ■ « • *1 

•* 

i 


7 

1,699 




Statement of candidates who offered themselves for the B.Sc. f and B.Com. degrees « 
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SUMMARY OF RECOMMENDATIONS. 

781. Before proceeding to summarize our recommendations we 
should like to emphasize that all our recommendations are based 
on the fundamental assumption indicated in paragraph 16, namely 
that the administration of the provinces and the central Govern- 
ment would be wholly in the hands of ministers fully responsible 
to the respective legislatures. 

782. We now summarize our recommendations as follows : 

(1) In order to provide Government with the information it 
requires to pursue a progressive and constructive agricultural policy, 
a Provincial Board of Economic Enquiry should be established in 
each province. (Paragraph 73.) 

C2) Attempts to relieve prior indebtedness may be usefully made 
in localities where co-operative land mortgage banks exist and the 
further establishment of these banks should be encouraged where 
there is reasonable prospect of their successful working having 
regard to all the local conditions. (Paragraph 87.) 

(3) To satisfy the credit requirements of the large class of agri- 
culturists who are outside the co-operative movement and to provide 
substantial loans to big land-lords, Provincial Band Mortgage Cor- 
porations on a joint-stock basis or on the model of the English 
Land Mortgage Corporation are necessary. (Paragraph 87.) 

(4) A scheme of debt conciliation on a voluntary basis is recom- 
mended for the consideration of local Governments. (Paragraph 
91.) 

(5) The case for a simple Rural Insolvency Act should be consi- 
dered in every province. Certain special provisions in the Act are 
also suggested. (Paragraph 93.) 

(6) The Governments concerned should also explore the possi- 
bility and desirability of undertaking other legislation to secure 
the settlement of debts on a compulsory basis. (Paragraph 94.) 

(7) The Punjab Regulation of Accounts Act (1930) is commend- 
ed to the other provincial Governments for consideration. (Para- 
graph 116.) 

(8) The Usurious Loans Act (1918) is capable of being worked to 
the advantage of the debtors in many provinces and should be re- 
tained and a special report on the working of the Act should be in- 
cluded in the Annual Reports on the Administration of Civil 
Justice. (Paragraph 116.) 


( 498 ) 
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(9) Provisions similar to the following provisions in the English 
Money-lenders’ Act are recommended for introduction in India by 
legislation in regard to money-lenders as defined in the Punjab 
Regulation of Accounts Act, 1930 : — 

(a) No amount shall be charged by the money-lender for 
expenses, incidental to or relating to the negotiations 
for or the granting of a loan by a money-lender. If 
it is found necessary to permit the money-lender in 
India to recover certain classes of expenditure from 
the borrower, these should be clearly specified in the 
legislative enactment. 

• (b) The enhancement of interest for default in repayment 
should be illegal. 

■(c) No contract for the repayment of money lent by a money- 
lender shall be enforceable if there is no note or 
memorandum in writing of the contract made and 
signed by the borrower or if it is proved that the note 
or memorandum, mentioned above, was not signed 
before the money was lent. (Paragraph 122.) 

(10) Money-lenders should be induced to join co-operative socie- 
ties on the condition that they cease lending privately to the mem- 
bers of such societies. (Paragraph 123.) 

(11) Where complaints about Patlian money-lenders are com- 
mon and no proceedings can be taken against them under the 
ordinary law, Government should take action under Section 3 of 
the Foreigners’ Act or under some special legislation, and deport 
such money-lending Pathans as are found to be a menace to 
society. (Paragraph 123.) 

(12) Courts should be empowered to dismiss cases brought 
before them by money-lenders for recovery t of sums due from 
borrowers in distant districts in cases where the borrower is made 
to sign a promissory note stipulating that the loan shall be repaid 
in any of the several districts mentioned therein. (Paragraph 123.) 

(13) Such indigenous bankers as are engaged in banking proper 
x>r are prepared to shed their business other than banking should be 
eligible to be placed on the approved list of the Reserve Bank in 
the same manner as joint-stock banks. The Reserve Bank should 
^prescribe a standard which indigenous bankers must satisfy before 
they can be given the concession recommended. Such indigenous 
bankers should also agree to have proper books of accounts kept in 
the usual recognized manner and to have them audited annually 
by recognized auditors. These books of accounts should also be 
-available to the Reserve Bank for inspection and audit. Such of 
the indigenous bankers whose deposits do not exceed five times 
ifheir capital should, during the first five years of the working of the 
Seserve Bank, be exempt from tKe rule relating to compulsory 
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deposits. At the end of that period it would be left open to the 
Reserve Bank to take such action in the matter as it may consider 
necessary in order to make its credit policy effective. (Paragraph 
139.) 

(14) Institutions receiving rediscount facilities from the Reserve 
Bank should not charge to the public rates which, in the opinion 
of the Beserve Bank, are unduly high. (Paragraph 141.) 

(15) Facilities for remittance of funds at the same rates as are- 

charged to all joint-stock banks should be given to indigenous 
bankers who are included in the schedule of member-banks of the- 
Beserve Bank. (Paragraph 142.) - ' 

(16) The benefits of the Banker’s Books Evidence Act should 
be extended to such indigenous bankers as are placed on the ap- 
proved list of the Reserve Bank. (Paragraph 142.) 

(17) The proposals in paragraphs 137 to 142 should apply 
equally to money-lenders who satisfy all the conditions prescribed 
for indigenous bankers. (Paragraph 143.) 

(18) The adoption of a more liberal policy by the Imperial 
Bank of India and other joint-stock banks in granting facilities to 
the large number of indigenous bankers whose principal business 
is not banking, or who do not take to banking as their principal 
business as soon as a Reserve Bank is established, is commended 
for the sympathetic consideration of these banks. (Paragraph 
144.) 

(19) The co-operative primary societies should serve as savings 
banks for their members and promote thrift. (Paragraph 155.) 

(20) The present legal provision in section 19 of the Co-opera- 
tive Societies’ Act (1912) giving to the society a prior claim is not 
satisfactory.. The prior claim should be converted into a first 
charge. (Paragraph 155.) 

(21) The proposal that eentral banks should lend to societies at 
concessional rates sums up to the extent of the reserve fund in 
deposit with them is recommended for the consideration of the 
authorities concerned. (Paragraph 155.) 

(22) Central banks should start a bad debt fund and carry a 
reasonable amount of profits to that fund, in addition to the statu- 
tory allocation to Reserve Funds. (Paragraph 157.) 

(23) Provincial banks should continue to be bodies incorporated 
under the Co-operative Societies’ Act. The executive head of a 
provincial bank should be a thoroughly trained hanker with com- 
petent knowledge of the principles and practice of co-operative 
credit. (Paragraph 159.) 

(24) Provincial banks should not deal directly with primary 
societies but should consolidate and strengthen their position as 
financing agencies and balancing centres for central banks. 
(Paragraph 159.) 
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(25) The Co-operative Societies Act should be amended so as 
to provide for the registration of societies on an All-India character 
or societies operating in more than one province. (Paragraph 
161.) 

(26) The ordinary co-operative credit societies should confine 
themselves to dispensing short-term and intermediate credit ; 
long-term credit can be provided only by land mortgage banks. 
(Paragraph 165.) 

(27) In order to popularize the co-operative movement and to 
promote a sense of responsibility among the members of the society, 
the official control that now exists in certain provinces should be 
slackened. (Paragraph 168.) 

(28) The need for carefully scrutinizing the economic purpose 
of the loan and the repaying capacity of the borrower in dispensing 
co-operative loans is strongly emphasized. Exemptions from re- 
payment should be given only in circumstances of exceptional 
difficulty and any tenderness in dealing with the defaulting 
members should be avoided. Repayments of loans should not be 
restricted to the same period for all debtors but should be fixed 
according to the special needs of individual borrowers. (Para- 
graph 170.) 

(29) It is strongly recommended that the non-official leaders 
of the co-operative movement and the officials of the co-operative 
department should make special efforts in promoting special type 
societies. (Paragraph 171.) 

(30) A special scheme of audit is recommended for the due 
discharge of the statutory functions of audit imposed on the 
Registrar. (Paragraph 173.) 

(31) The introduction of the normal credit system in co-opera- 
tive primary societies is recommended. (Paragraph 174.) 

(32) Granting credits on current account and cheque transac- 
tions should be introduced wherever possible. (Paragraph 174.) 

(33) Certain suggestions for a reduction in the present rates of 
interest charged by co-operative primary societies are recommended 
for the consideration of Provincial Governments and non-official 
co-operators. (Paragraph 176.) 

(34) If a rural society charges its members a rate higher than 
12 per cent, per annum, it should form the subject of careful 
enquiry by the Provincial Government and the provincial bank 
concerned and steps should be taken to reduce the rate of interest. 
(Paragraph 176.) 

(35) Special steps should be taken for the efficient and ade- 
quate training of both the official and non-official co-operative staff. 
Endeavours should be made to secure trained secretaries for the 
societies. (Paragraph 179.) 
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(36) If the partch ay at of a society should advance loans in 
excess of the limits prescribed by the bye-laws of the society or 
otherwise, they should be held personally liable as guarantors of the 
ioan and the rules under the Act should^ if necessai^, be amended 
accordingly. (Paragraph 179.) 

(37) Generally speaking, central banks should operate over 
fairly large areas with a good number of societies affiliated to 
them. (Paragrapli 179.) 

(38) The management of a central bank should be in accord- 
ance with businesslike and co-operative principles and there should 
be full-time secretaries and managers of the best character well- 
trained in banking and co-operation. (Paragraph 179.) 

(39) The importance of cash credit and overdraft facilities being 
generously given by the Imperial Bank of India on proper co- 
operative paper satisfying the standards prescribed by the bank 
is emphasized. (Paragraph 181.) 

(40) Free remittances of funds for co-operative purposes is of 
the utmost importance to the co-operative movement and no 
attempts should be made to curtail those privileges under the 
rules of the Government of India in this matter. (Paragraph 182.) 

(41) As regards remittance facilities for other than cooperative 
purposes co-operative banks should be entitled to the same pri- 
vileges as joint-stock banks. (Paragraph 182.) 

(42) Loans against produce to members of co-operative societies 
are of great economic benefit to the cultivators and the encourage- 
ment of such loans, subject to storage accommodation being avail- 
able and subject also to the provisions of the bye-laws of these 
societies, is recommended. (Paragraph 185.1 

(43) When the co-operative movement requires State aid in any 
exceptional circumstances the State should continue to give tem- 
porary aid sufficient to enable the societies to tide over the crisis. 
(Paragraph 187.) 

(44) When a Provincial Government is satisfied that for meet- 
ing the needs of the co-operative movement in exceptional circum- 
stances or for the development of the agricultural industry it is 
necessary to make loanable capital available to the co-operative 
banks, the provincial Government should, with the concurrence of 
its legislature, place at the disposal of the provincial co-operative 
bank such loans as may be necessary to meet the requirements of 
central banks and primary societies. (Paragraph 189.) 

(45) Contributions from Government funds to the expenses of 
the co-operative movement in backward tracts and among the 
backward classes should be continued and increased. (Paragraph 
189.) 

(46) In order to ensure the supply of cheap and adequate credit 
to agriculture, certain provisions should be made in the Reserve 
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Bank Act for linking up the co-operative banks with the Central 
Bank of the country. (Paragraph 191.) 

(47) Profits of co-operative societies should be exempt both from 
income-tax and super-tax. (Paragraph 195.) 

(48) The exemption of co-operative societies from payment of 
income-tax and super-tax on earnings from investments in public 
securities or land mortgage debentures to the extent such invest- 
ments are necessary for the purpose of their fluid resources and for 
the investment of reserve funds as prescribed by the rules is 
recommended. (Paragraph 196.) 

(49) No money should be advanced by co-operative land mort- 
gage banks which is not economically profitable to the borrower and 
loans should be devoted to the principal objects specified. (Para- 
graph 218.) 

(50) The amount and period of loan should be fixed with due 
regard to the repaving capacity of the borrower and also to the 
purpose for which the money is advanced. Loans might be granted 
for a stated purpose and for stated periods and for the present the 
maximum period should be 20 years. With sound management 
the bank should be able to extend the period to 30 years if neces- 
sary. Until more experience is gained the amount of individual 
loan should be limited to a maximum of Rs. 5,000 and in no case 
should the amount of the loan exceed 50 per cent, of the value of 
the mortgaged security. (Paragraph 219.) 

(51) The repayment of loans should be by a system of equated 
payments, but if local conditions require, a system of gradualed 
payments may be adopted, so as to provide for repayment by larger 
instalments commencing after the investment of the loan on land 
has resulted in increased profit;. (Paragraph 220.) 

(52) The working capital of the co-operative land mortgage 
bank should be derived from share capital and debentures. The 
share capital should be raised by deduction of 5 per cent of the 
amount borrowed by members at the time the loan is advanced. 
In order to ensure the supply of the initial resources wherewith to 
start the operation of the mortgage bank, it is recommended that 
the provincial Government should, where necessary, make advances 
free of interest under a stipulation that the advances should be re- 
paid cut of the realizations of the debenture issues. If larger 
share capital is required with the development of the banks, the 
supply of such share capital by provincial banks is commended for 
their careful consideration. (Paragraph 221.) 

(53) The proportion of the debenture to the share capital 
should be left to the discretion of the co-operators in each pro- 
vince but in no case should the vajue of debentures outstanding 
exceed the outstanding amount under mortgages given by the 
borrowers and over which the debenture-holder has a floating 
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charge. The interest on debentures should be guaranteed by the 
Provincial Governments for the whole period of their currency* 
(Paragraph 221.) ! 

(54) Debentures, the interest on which is guaranteed by Gov- 
ernment, should be included among trustee securities provided 
Government is satisfiel that adequate arrangements have been 
made by the bank for the redemption of these debentures at regular 
intervals. (Paragraph 221.) 

(55) If in any province it becomes necessary and appears to 
be more advantageous for the movement that the Government 
should purchase debentures of certain value such form of State 
assistance is recommended. (Paragraph 221.) 

(56) The debentures should be issued by a central institution 
called the Provincial Land Mortgage Corporation and the actual 
sale of debentures should be made not only by the Provincial Con 
poration but also by primary land mortgage banks which may be 
called the district mortgage banks. (Paragraph 222.) 

(57) The district mortgage banks should operate over fairly 
large areas and must not be too small. (Paragraph 222.) 

(58) The district mortgage banks should be entitled to obtain 
the necessary finance from the provincial land mortgage corporation 
against a transfer of the mortgage securities which should be avail- 
able to the latter for issuing debentures. (Paragraph 222.) 

(59) Provincial co-operative banks should not function, except 
as a temporary measure, as central land mortgage banks for the 
province but there is no objection j until the Provincial Land Mort- 
gage Corporation is established in a province, to the provincial 
bank financing the primary land mortgage banks with long-term 
capital specially raised for the purpose. (Paragraph 222.) 

(60) When an application to a land mortgage bank is made by 
a member who is also a member of a credit society, the opinion 
of the credit society should ordinarily be obtained in regard to the 
advancing of the mortgage loan, though the responsibility regard- 
ing the ascertainment of the financial standing of the applicant 
and the grant of the loan must rest with the land mortgage bank. 
(Paragraph 223.) 

(61) The primary land mortgage banks and the co-operative 
credit societies should work entirely apart and the transactions of 
the two should not in any way be mixed up. (Paragraph 223.) 

(62) The land mortgage bank should be given the power of fore- 
closure and sale without recourse to civil courts subject to certain 
safeguards. (Paragraph 225.) 

(63) The amendment of the insolvency law so as to give greater 

protection to the land mortgage bank against avoidance of mort- 
gage by the unsecured creditors of the insolvent is recommended. 
(Paragraph 226.) 1 
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(64) From a purely banking point of view the removal of all 
impediments to the free transfer of lands is desirable. It is re- 
cognized that other considerations are involved and it is recom- 
mended that Provincial Governments and their legislatures should 
properly weigh the various considerations in shaping their policy. 
(Paragraph 228.) 

(65) An alteration in the Land Alienation Acts so as to give 
co-operative land mortgage banks right to take possession of land 
through foreclosure on default of the payment of the instalment of 
the loan and to sell it is recommended. (Paragraph 228.) 

(66) The development of well organized joint-stock land mort- 
gage banks for the benefit of the numerous classes of landowners 
who cannot be adequately served by the co-operative credit orga- 
nizations is recommended. (Paragraph 235.) 

(67) Normally loans for improvement should be spread over 
a period of years and only in cases where the amount advanced 
is very small or the improvement affected is very temporary should 
the repayment be required within a shorter period. (Paragraph 
238.) 

(68) Provincial Governments should take steps to minimize 
delays in the disposal of applications for takavi loans and to lessen 
the opportunities for illegal gratifications. Officers distributing 
takavi loans should be of some standing and should be on the 
lookout for cases of illegal exactions. (Paragraph 240.) 

(69) Where funds are insufficient, advances might be restricted 
to a smaller number of recipients whose need is the greatest and 
their requirements might be satisfied in full. (Paragraph 240.) 

(70) Loans should be given on a more liberal acreage rate than 
at present. (Paragraph 240.) 

(71) Any laxity in realizations of takavi loans is not approved 
though liberal suspensions and remissions when necessity arises 
is favoured. (Paragraph 240.) 

(72) Dates of repayment should be fixed with due regard to the 
dates df harvest. Cattle loans should be repaid, if necessary in 
two kists instead of one, and similarly the recovery of loan^ ad- 
vanced in times of distress should invariably be effected in more 
than one instalment. (Paragraph 240.) 

(73) When joint bonds are taken the amount due from each 
individual borrower should be entered separately in the bonds, 
every attempt should be made to realize from each individual the 
amount so shown, and joint liability should be enforced only 
as a last resort and should even then be apportioned as fairly as 
possible. (Paragraph 240.) 

(74) Steps should be taken to remove the general ignorance 
about the credit facilities available under the Land Improvement 
and the Agriculturists Loans Acts and the procedure to be fol- 
lowed in securing these facilities. (Paragraph 243.) 
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(75) The definite policy of agricultural improvements and famine- 
protection followed in the Bijapur District in the Bombay Presi- 
dency is recommended for adoption elsewhere with suitable agen- 
cies for advice, guidance and supervision. (Paragraph 241.) 

(76) The attention of provincial Governments is drawn to the 
recommendations of the Royal Commission on Agriculture and of 
the Provincial Banking Enquiry Committees for examining and 
suggesting to cultivators the possibilities of agricultural improve- 
ment. (Paragraph 241.) 

(77) In backward tracts where the cultivators are not fitted to 
exercise the rights of transfer of land and where co-operative credit 
societies cannot be successful and also in areas which frequently 
suffer from defective distribution of rainfall and water supply the 
free availability of facilities under the Agriculturists Loans Act is 
strongly recommended. (Paragraph 241.) 

(78) The operation of the Agriculturists Loans Act should be 
generally restricted to relief of distress. (Paragraph 242.) 

(79) The attention of Govenment is drawn to the weighty 
observations made by the Indian Famine Commission, 1901, regard- 
ing the policy to he followed by Government in the matter of 
granting loans under the Agriculturists Loans Act and the Land 
Improvement Loans Act. (Paragraph 243.) 

(80) The grant of advances under the two Acts should not 
replace the assistance for famine relief. (Paragraph 243.) 

(81) It is inadvisable to use the co-operative agency to advance 
loans to non-members on the responsibility of the society for their 
recovery and their proper application. There is, however, no 
objection to Government using the co-operative societies as agents 
for distribution. (Paragraph 2450 

(82) An extension of the system of advances by joint-stock 
banks against precious metals including ornaments is supported. 
(Paragraph 252.) 

(83) The recommendations of the Bengal Provincial Banking 
Enquiry Committee in regard to loan offices are generally approved 
with certain minor modifications. ''Paragraph 257.) 

(84) The appointment of a special officer by the Bengal Gov- 
ernment for the first few years at least of the working of the pro- 
posed Loan Offices Act in order to supervise and give sympathetic 
guidance to the loan offices is recommended. (Paragraph 258.) 

(85) The Government of Bengal and the provincial legislature 
■should examine Mr. N. R. Sarker’s note on the question of the 
position to be occupied by the loan offices hereafter in the Indian 
banking sphere. (Paragraph 260.) 

(86) The enactment of a special provincial legislation to deal 
with Nidhis and Chit Funds in Madras with certain detailed provi- 
sions is recommended. (Paragraph 264.) 
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(87) The recommendations of the Royal Commission on Agri- 
culture in India and the various Provincial Banking Enquiry Com- 
mittees for improving and organizing agricultural marketing are 
supported. (Paragraph 272.) 

(88) The establishment of co-operative sale societies wherever 
there are reasonable chances of their successful working is recom- 
mended. Such societies should not only purchase their members’ 
produce outright, but should also continue the present practice of 
acting as agents to producers for the sale of their produce. They 
should deal only with the produce grown by the members except 
in any particular locality where the society is competent to deal 
with non-members’ produce. (Paragraph 275.) 

(89) In their own interest merchants and traders should take all 
steps that are possible ^o use liquid goods in their possession for 
getting cheaper accommodation from banks. (Paragraph 279.) 

(90) Provincial Governments should consider the desirability of 
advancing long-term loans at concessional rates of interest to 
co-operative societies to build godowns in centres which provide 
good markets. (Paragraph 280.) 

(91) The question of providing warehouses by private agencies 
and licensing them, and the provision of capital for their construc- 
tion, should be taken up by Provincial Governments, the efforts 
of the Provincial Governments in this matter being co-ordinated 
by the Imperial Council of Agricultural Research. (Paragraph 
281.) 

(92) A detailed investigation of the problem of starting railway 
warehouses in the chief centres of trade should be undertaken by 
the Railway Board and the railways should be asked to start ex- 
periments at selected centres. (Paragraph 282.) 

(93) With a view to encouraging private enterprise to provide 
and work warehouses in the vicinity of railway stations certain 
modifications in the terms of i lie lease suggested by the Railway 
Board are recommended. (Paragraph 282.) 

(94) The placing of railway receipts by the legislature on the 
same footing as bills of lading is recommended. It is further re- 
commended that railway receipts should be made negotiable and 
that the railway authorities should issue instructions 
that the receipt should give as full a description as possible of the 
goods covered by it. (Paragraph 283.) 

(95) Proposal* for the establishment of Provincial Marketing 
Boards should be examined by Provincial Governments in connec- 
tion with the creation of regulated markets by provincial legisla- 
tion as recommended by the Royal Commission on Agriculture.. 
(Paragraph 284.) 
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(96) The activities of the Provincial Marketing Boards may be 
usefully co-ordinated by the Imperial Council of Agricultural 
Besearch. (Paragraph 285.) 

(97) Certain points are mentioned for consideration in connec- 
tion with a proposed scheme for the establishment of a corporation 
for stabilizing jute prices. It is recommended that the Govern- 
ments concerned should examine the matter and introduce an 
arrangement which may be suitable for all interests affected. 
(Paragraph 286.) 

(98) It is recommended that the local Governments concerned 
should take prompt steps for the fixation of proper standards of jute. 
(Paragraph 287.) 1 

(99) The establishment of Chambers of Agriculture on a provin- 
cial or regional basis is recommended, (ftiragraph 289.) 

flOO; Provincial Governments should not hesitate to make ad- 
vances to co-operative banks at concessional rates of interest for 
the development of co-operative sale societies. (Paragraph 293.) 

(101) Provincial Governments should devote their earnest 
attention to the development of cottage industries. (Paragraph 
301.) 

(102) The establishment of co-operative institutions to finance 
rural industries on a larger scale than at present and the study of 
German experience in the field of co-operative organization for 
small industries and small traders and retailers are recommended. 
(Paragraph 307.) 1 

(103) State assistance in connection with propaganda and 
education and provision of funds for the movement, if required, 
are also recommended. (Paragraph 307.) 

(104) The recommendation of the Provincial Banking Enquiry 

‘Committees to establish licensed warehouses and co-operative whole- 
sale depots for storing and sale of products of cottage industries is 
supported . ( Paragraph 309 . ) 

(105) The extension of the activities of the Arts and Crafts 
Emporium at Lucknow is supported. (Paragraph 310.) 

(106) Proposals for the enactment of State Aid to Industries 
Acts in the Provinces other than Madras and Bihar and Orissa 
on lines similar to the Acts in those two Provinces are recommend- 
ed to the Provincial Governments for their consideration. 
(Paragraph 311.) 

(107) The establishment of limited liability co-operative societies 
generally known as urban banks, wherever necessary facilities and 
conditions exist, for the benefit of the middle-class people, small 
traders and shopkeepers and salaried classes is recofnmended. 
(Paragraph 317.) 
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(108) Certain detailed recommendations regarding area of opera- 
tion, share capital, management, business, advances, etc., of the- 
3o-operative urban banks are made. (Paragraph 319.) 

(109) The employers should in their own interest give greater 
attention to the provision of credit facilities for their employees 
and should also take more part in the supervision of co-operative' 
societies started for their benefit. They may assist the co-operative 
organizations by effecting recoveries of loans by deductions from, 
wages. (Paragraph 320.) 

(110) The establishment of mortgage institutions similar to the 
city mortgage institutions in Germany for extending to cities the* 
principle of Landschaflcn in agricultural areas is recommended. 
(Paragraph 321.) 

(111) Any technical difficulties in the way of Government com- 
municating acceptances of tenders to contractors and to their finan- 
cing banks or bankers and payment of all monies due to the con- 
tractors through these banks and* bankers should be removed.. 
(Paragraph 322.) 

(112) An attempt should be made to make industrial enterprise 
in India less dependent on the managing agency system for future 
development and to establish direct friendly relations between in- 
dustrial companies and commercial banks. (Paragraph 353.) 

(113) In connection with the issue of shares and debentures of 
industrial companies such of the existing commercial banks as are 
well established and carry on their ordinary banking business on 
the safest and soundest lines might with advantage to the industries 
follow, as far as possible, the German system, the Imperial Bank 
of India making a start in this direction and giving a lead as soorr 
as the Reserve Bank comes into being. (Paragraph 391.) 

(114) With the co-operation of banks, the deposits now taken* 
from the public by the cotton mill industry should be replaced by 
share or debenture capital as soon as possible. (Paragraph 393.) 

(115) Banks in India may establish useful liaisort between them- 
selves and industries by appointing one of their Managing Director® 
or Managers as one of the Directors of the industrial concerns 
financed by them. (Paragraph 395.) 

(116) The appointment of Local Advisory Committees in banks 
by the Board of Directors with functions of a purely advisory 
character is recommended. (Paragraph 396.) 

(117) If a provincial Government in the discharge of its 
responsibility for the development of industries within its terri- 
tories finds it necessary to ensure the supply of financial facilities 
to industrial concerns a Provincial Industrial Corporation with 
branches, if necessary, should be established. (Paragraph 401.) 

(118) The advisability of giving assistance to any particular 
industrial concern should depend on the extent to which the 
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enterprise will be of benefit to the public and will add to the 
productive power of the province and provide employment for its 
people. (Paragraph 401.) 

(119) The Provincial Industrial Corporation should obtain its 
share capital as far as possible from the public, Government taking 
such portion as cannot be raised by public subscription. (Para- 
graph 402.) 

(120) The share capital of the Corporation should be * supple- 
mented by debenture capital not exceeding at the outset twice 
the amount of the share capital. (Paragraph 403.) 

(121) Government might, if necessary, purchase a portion of 
the debenture issue of the Provincial Corporation until a regular 
market has been created for them and also offer a limited guarantee 
of interest on debentures. (Paragraph 404.) 

(122) The question of classing debentures of the Industrial 
'Corporation among trustee securities should be examined by Gov- 
ernment in due course. (Paragraph 405.) 

(123) The Industrial Corporation should specialize in the pro- 
vision of long-term capital to industries which should continue 
to obtain their working capital from existing institutions. 
(Paragraph 406.) 

(124) The Corporation may take long-term deposits for not 
less than 2 years. The period of loans issued from such deposits 
should be based upon the period of currency of the deposits. 
(Paragraph 406.) 

(125) Government should be entitled to be represented on the 
Board of Directors of the Industrial Corporation during the con- 
tinuance of Government interest in and liability for the concern. 
(Paragraph 407.) 

(126) Should a Provincial Government desire, the Government 
Director may be entitled to ask for a reference to the Government 
if he does not* agree with the views of the Board in regard to 
important matters such as increase or reduction of capital, granting 
-of loans in any particular cases and appointment of chief officials 
*of the Corporation. (Paragraph 407.) 

(127) By-laws should be framed by the Corporation defining 
ihe conditions under which financial facilities may be granted by, 
it to industrial concerns. These by-laws should require the 
sanction of Government so long as Government have interest in 
ihe Corporation. (Paragraph 408.) 

<128) The enactment of provincial legislation on the lines of 
the Madras State Aid to Industries Act to provide credit facilities 
to new and nascent industries or industries newly introduced into 
an area or cottage industries is recommended. (Paragraph 418.) 
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(129) Any Government assistance in regard to provision of 
capital under such legislation should be given through the Indus- 
trial Corporation if and when one is established in any province on 
the lines suggested. (Paragraph 408.) 

(130) The suggestion that exchange banks should consider the 
possibility of changing their present custom to the extent that they 
should be prepared to accept the import bills instead of purchasing 
them in the same way as house paper of a London export house is 
now accepted by them is commended for the careful consideration 
of the exchange banks. (Paragraph 430.) 

(131) If Indian importers find it convenient to have the expor- 
ters draw on them in rupee bills, the exchange banks should co- 
operate and encourage their efforts in this direction. (Paragraph 
430.) 

(132) The Exchange Banks’ Association should consider the 
advisability of consulting commercial bodies in all cases of changes 
in the rules of the Association. (Paragraph 442.) 

(133) Exchange banks should take steps to remove the existing 
grievances regarding payment of drafts held by the banks for collec- 
tion. (Paragraph 444.) 

(134) It is suggested that exchange banks, in consultation with' ' 
representatives of the Indian Insurance Companies, should arrive at 
some understanding similar to that between the Imperial Bank of 
India and the insurance companies. (Paragraph 445.) 

(135) All non-Indian banks wishing to do banking business in 

India should be required to take out a licence from the Reserve 
Bank. Licences should be freely granted to banks already estab- 
lished. Every licence should be in force for a stated period and 
should be automatically renewed if the licensing authority is satisfied 
that the provisions of Indian law applicable to the banks and other 
conditions specified in the licence are complied with. (Paragraph 
451.) : 

(136) The conditions of the licence should be the following : — 

(1) Furnishing to the Reserve Bank annual statements show- 

ing their assets and liabilities relating to the Indian 
business as prescribed by the Reserve Bank from time 
to time. 

(2) Submission for a few years to come, at any rate, to some 

prescribed authority in India, preferably the Reserve 
Bank, periodical reposts of Indian and non-Indian 
business handled by them. 

(3) Other conditions imposed on basis of reciprocity. (Para- 

graph 451.) 

(137) The appointment of Local Advisory Boards at each branch! 
of the exchange banks is supported. (Paragraph 471.) 
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(138) The exchange banks should consider the introduction of 
a scheme of probationary assistants in their banks on the model of 
the Imperial Bank of India scheme. (Paragraph 474.) 

(139) Such of the Indian joint-stock banks as are well estab- 
lished should open foreign connections useful to their clients.. 
(Paragraph 482.) 

(140) On the establishment of the Reserve Bank and the simul- 
taneous withdrawal of the restrictions now imposed on the transac- 
tions of foreign exchange business of the Imperial Bank of India, 
the latter should be induced to take an active share in the financing 
of India’s foreign trade. For this purpose a definite arrangement 
between the Reserve Bank and the Imperial Bank for a period of 
five years or such other period as the Reserve Bank may consider 
desirable for utilizing the Imperial Bank as agents of the Reserve 
Bank on terms to be settled between the two banks is recommend- 
ed. (Paragraph 483.) 

(141) If the Reserve Bank finds it impossible to arrive at a 
satisfactory settlement with the Imperial Bank of India or finds 
that within the stipulated period the Imperial Bank is unable to’ 
participate actively in the financing of India’s foreign trade the* 
establishment of an Indian Exchange Bank is recommended. 
(Paragraph 485.) 

(142) The lines on which the new Indian Exchange Bank 
should be established are also suggested. (Paragraph 486.) 

(143) The suggestion for the establishment of joint banks is 
supported and may be usefully explored by the Indian joint-stock 
banks and foreign banks. (Paragraph 492.) 

(144) It is on the whole desirable that the Imperial Bank 
of India should continue to be governed by a special charter with 
suitable amendments. (Paragraph 529.) 

(145) We recommend that the Reserve Bank may place, for 
the first five years, with every new branch opened by an approved 
joint-stock bank at a centre where there is no joint-stock bank, 
a deposit of such sum on such terms and conditions as it may 
consider necessary. (Paragraph 530.) 

(146) Any bank desiring to open a new branch in India should 
obtain the approval of the Reserve Bank before doing so. Licences 
should be freely granted to the already established branches and the 
licensing authority should see that the provisions of the law and 
any conditions specified in the licence are complied with. (Para- 
graph 545.) ’ 

(147) The opening of sub-offices or part-time branches 
small centres contiguous to places where there are regular branches 
of banks, is recommended for the consideration of banks. (Para- 
graph 546.) 
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(148) The suggestion that banks in India should aim at com- 
bining the efficiency of the European system of banking with the 
economy of indigenous bankers is commended for the consideration 
of the management of banks. (Paragraph 547.) 

(149) The development of any banking business by Postal 
Savings Banks other than that supported in chapter XXIV is not 
recommended at this stage. (Paragraph 548.) 

(150) No obstacles should be put in the way of mergers among 
smaller joint-stock banks by stamp duties or taxation, and any 
existing obstacles in this direction should be removed. (Para- 
graph 549.) 

(151) Banks in India generally should adopt, as far as possible, 
and consistently with safety, a more progressive policy in the 
matter of granting clean advances on the personal credit of 
borrowers. (Paragraph 555.) 

(152) The problem of pooling information in regard to 
customers and organizing a suitable system of collecting reliable 
information should be studied by the banks and the Bankers’ 
Association proposed by us. (Paragraph 555.) 

053) Steps should be taken, as early as possible, to remove the 
impediments which now stand in the way of immovable property 
belonging to a Hindu or Muhammedan family being accepted by 
banks as a normal security. It is left to the Governments concerned 
and the legislatures to weigh the various considerations involved 
and determine what action should be taken in the matter. (Para- 
graph 562.) 

(154) The provisions of Section 58 (/) of the Transfer of Pro- 
perty Act should be extended to other important centres of trade 
and commerce (both internal and port towns) throughout India. 
(Paragraph 563.) 

(155) The Negotiable Instruments Act should be amended so 
as to provide that cheques originally drawn to bearer would, 
despite any endorsement, retain their character as bearer instru- 
ments. The recommendation that any holder of a cheque should 
havo the right to alter the character of the cheque from “bearer” 
to “order” on the face of it and that the alteration should be sup- 
ported by the name of ihe drawer or holding endorser who makes 
the alteration is approved. Hundis which are draw T n in the form 
of cheques should be treated similarly. (Paragraph 564.) 

(156) The legal position as regards trust receipts should be 
investigated by the legal advisers of Government and such action 
taken as may be considered necessary. (Paragraph 565.) 

(157) The cost of internal remittance in India should be re- 
duced as far as possible. (Paragraph 566,) 

2 H 
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(158) When the Reserve Bank is established, its published rate 
should be the minimum rate at which it is prepared to buy or 
rediscount first class trade bills and promissory notes arising out 
of bona fule commercial or trade transactions of member banks 
and bankers. The Reserve Bank may ? at its discretion, charge 
a higher rate for demand loans against authorized securities. 
Should the Reserve Bank find it necessary to discount the paper 
of the public without bank endorsement, it should consider whether 
it should not in the first few years at any rate charge a higher rate 
of discount to the public than that charged to member hanks and 
bankers. (Paragraph 593.) 

(159) A suggestion for reducing charges for discounting bills m 
certain cases is commended for acceptance by banks. (Paragraph 
593.) 

(160) The abolition of the stamp duty on hills of exchange is re- 
commended. The recommendation should be given effect to within 
a period of five years and as an initial step the stamp duty on all 
hills of less than one year’s usance should be reduced to a uniform 
rate of two annas per one thousand rupees (Paragraph 593.) 

(161) We commend for the consideration of the Federation cl 
Indian Chambers of Commerce and Industry certain suggestions 
made for developing the bill market in Tndia. (Paragraph 593.) 

(162) The suggestion that in places where hnndi business w 
important an expeditious procedure for disposing of suits based on 
negotiable instruments should be introduced, on the lines of Order 
XXXVII of the Civil Procedure Code, is endorsed. (Paragraph 
593.) 

(163) Tt is recommended that banks should take the initiative 
in the matter of encouraging usance hills for the finance of village 
hankers by shroffs by suggesting this method to shroffs seeking 
accommodation from them. (Paragraph 597.) 

(164) The suggestion that further experiments may he made in 
tlie establishment of licensed warehouses in select localities is sup- 
ported. (Paragraph 599.) 

(165) The introduction of bills in plaee of open account credits 
is recommended for the consideration' of all parties concerned. 
(Paragraph 600.) 

(166) A Central or Reserve Bank should be created at th° 
ear]iost possible date. (Paragraph 605.) 

(167) Additional provision should be made in the Reserve 
Bank Bill enabling the bank to make loans and advances on the 
security of movable goods, wares and merchandise as well as against 
the warehouse warrants or warehouse receipts representing such 
goods. (Paragraph 607.) 
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(168) The Reserve Bank may be permitted to purchase ^ sell 
and rediscount rupee import bills. (Paragraph G08.) 

(169) If the limit prescribed in the Reserve Bank Bill for the 
holding of agricultural bills of maturity longer than 3 months is 
at any time less than the share capital of the Bank, the total 
lace value of such bills may, at the discretion of the Bank, go 
up to the amount of the share capital. (Paragraph 609.) 

(170) The period of six months for agricultural bills in the 
Reserve Bank Bill may be extended to 9 months. (Paragraph 
610.) 

(171) The Reserve Bank should be permitted to act as agents 
for any Indian States that may desire to utilize its services. (Para- 
graph Gil.) 

(172) If any securities were issued with the guarantee of Gov- 
ernment both for capital and interest, the question of including 
them in the list of securities eligible for purchase and sale by 
the Reserve Bank should be considered. (Paragraph 611.) 

(173) The limit of the powers of the Reserve Bank to borrow 
money should be extended to the amount of the share capital and 
the Reserve Fund of the Bank. (Paragraph Gil.) 

(174) The Reserve Bank bill should provide for the concessions 
recommended in paragraph 140 to indigenous bankers. (Para- 
graph 613.) 

(175) An all-India Bankers’ Association should be inaugurated 
as early as possible and should include as members the joint-stock 
hanks, the exchange banks, the Imperial Bank of India and the 
indigenous bankers. There should be two kinds of membership, 
full membership open to banks and bankers enjoying rediscount 
facilities from the Reserve Bank, and associate membership open 
to the rest of the banks and bankers. (Paragraph 620.) 

(176) The - existing arrangements under which there are more 
Exchange Brokers’ Associations than one at the same centre are 
undesirable and all engaged in exchange broking should have an 
association at each centre. (Paragraph 623.) 

(177) Pending the establishment of the Reserve Bank, it is 
suggested for the consideration of Government that efforts should 
be made to obtain more complete statistics for the various classes 
of banking institutions and to publish them as early as possible. 
(Paragraph 627.) 

(178) The limit for savings bank deposits in the accounts of 
minors may be raised. (Paragraph 645.) 
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(179) (a) Persons having post office savings accounts should be 
allowed to operate on these accounts, and to make deposits by 
means of cheques. (Paragraph 646.) 

(6) Accounts may be opened jointly in the name of two persons 
payable to either or survivor. (Paragraph 646.) 

(c) Depositors may be allowed to name nominees to whom the 
payment of deposits should be made in the event of death. (Para- 
graph 646.) 

(180) The holder of a postal cash certificate should be allowed 
to nominate a person to whom the amount may be transferred 
in the event of death. (Paragraph 647.) 

(181) The issue of savings certificates payable in gold, as recom- 
mended by the Boyal Commissipn on Indian Currency and Finance, 
1926, is supported in principle. (Paragraph 649.) 

(182) The issue of a new type of gold certificate, called 
' stridhan certificate’, is supported in principle. (Paragraph 650.) 

(183) Facilities afforded by the post office to investors for the 
purchase and sale of Government securities and for their safe 
custody may be extended to small investors generally and not 
confined to those who are savings bank depositors. (Paragraph 
652.) 

(184) The reduction of charges for the purchase and sale of 
securities, collection of interest, safe custody and other services 
incidental thereto, is supported in principle and commended for 
the consideration of banks. (Paragraph 653.) 

(185) Existing banks and their branches, including co-operative 
banks and other financial organizations, may render useful service 
by undertaking the work of buying and selling stocks and securities 
for their customers on a commission basis. (Paragraph 655.) 

(186) Transfer duty on debentures may be reduced to a uniform 
duty of 4 annas per cent. (Paragraph 657.) 

(187) Insurance companies, Indian as well as non-Indian, 
should be required by law to lodge an initial deposit with Govern- 
ment and to invest, and keep invested, a fixed proportion of their 
premia funds in approved Indian securities. (Paragraph 660.) 

(188) (a) Facilities for payment of land revenue by cheque 
may be extended to taluka sub-treasuries and district treasuries. 

( b ) All material payments by Government should be made by 
cheques. The proposals made by the Bengal Committee on the 
subject aj:e commended for the consideration of Government. 
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(c) All municipalities and other local bodies should be asked 
x) consider the feasibility of making and accepting payment by 
cheque on account of salaries to some of their employees, and other 
terns of receipts and disbursements. (Paragraph 665.) 

(189) The formation of National Savings Associations in all 
provinces is supported in principle. (Paragraph 667.) 

(190) The passing of a special Bank Act is recommended. 
(Paragraph 673.) 

(191) Foreign banks should be brought within the purview of 
the Act to the extent indicated in the report and provided for in 
the Act. (Paragraph 673.) 

(192) Members of the -all-India Bankers’ Association should 
be allowed to affix to their names the appellation, ‘Member of the 
Bankers’ Association’. (Paragraph 682.) 

(193) Firms and companies using the term ‘bank’ or its equi- 
valent and desiring to be incorporated under the Act should make 
adequate provisions in the Memorandum and Articles of Associa- 
tion regarding the following matters : 

(i) Prohibition of activities other than banking. (Para- 

graph 692.) 

(ii) Powers of directors regarding registration of transfers of 

shares. (Paragraph 699.) 

(iii) The period during which a member should have held 

shares of a hanking company before being entitled to 
take part in its proceedings at a meeting. (Para- 
graph 700.) 

(iv) Prohibition of loans on the security of a banks’ own 

stock. (Paragraph 709.) 

(v) Limitation of loans to directors, managers and member? 

of the staff of the bank. (Paragraph 710.) 

(vi) Borrowing powers of Directors of a bank. (Para- 

graph 712.) 

(vii) Qualifications, appointment, retirement, and voting 

powers of Directors and Officers of banks. (Para- 
graph 713.) 

(viii) Holding of proxies by officers and employees of a bank, 
the admissibility of a general form of proxy and the 
maximum period of its duration and validity. (Para- 
graphs 714 and 715.) 

(ix) Voting power of individual shareholders. (Paragraph 

716.) i ( 
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(x) Validity of votes tendered at Hie poll. (Paragraph 717.) 

(xi) The period within which the Director’s report and the 

balance sheet should be posted to the shareholders. 

(Paragraph 731.) 

(194) An existing company using the title ‘bank’ or its equi- 
valent, other than banks registered under the Indian Co-operative 
Societies Act or under any special charter or enactment and banks 
registered under laws of other countries, should arrange to conform 
to the provisions of the Act within five years of the passing of the 
Act. (Paragraph 682.) 

(195) Any bank, Indian or non-Indian, wishing to do banking 
business in India should be required to take out a licence from the 
Keserve Bank. Licences should be freely granted to the already 
established banks. The licensing authority should see that the 
provisions of the law and any other conditions specified in the 
licences are complied with. (Paragraph 684.) 

(196) The following provisions should be made in the 
Act : — 


(i) Every institution doing hanking business in British India 

other than a foreign bank should have a majority of 
natural born or domiciled Indian directors. (Para- 
graph 689.) 

(ii) No new bank, other than a foreign bank, should be 

allowed to operate in British India unless it lias a 
majority oV Indian shareholders and is incorporated 
under the Indian law, (Paragraph 690.) 

(iii) Organization of a bank on the Managing Agency 

system should be prohibited. (Paragraph 693.) 

(iv) A joint-stock bank with limited liability registered under 

the Act should not commence business until its paid- 
up capital is at least R s. 50 ? 000. Its authorized capi- 
tal should not be more than double the subscribed 
cajntal and the paid-up capital should not be loss 
than 50 per cent of the subscribed capital before com- 
mencement of business. (Paragraph 695.) 

(v) There should be a separate index of the names of mem- 

bers of a banking company for ready reference and 
inspection by shareholders. (Paragraph 697.) 

(vi) Institutions doing banking business in India should be 

required to keep a separate register of shares owned 
by non-nationals. (Paragraph 698.) 
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(vii) There should be a provision in the Bank Act requiring 
the directors to decide within two months of the date 
of presentation of transfer deeds to the bank whether 
the transfers shall be registered or not. (Paragraph 
700.) 

(viii) Particulars of certain mortgages and charges should be 
filed with the Registrar of Joint-Stock Companies of 
the province where the bank has brandies, (Para- 
graph 701.) 

(ix) Certain prior charges on immovable property acquired 

by a bank should be registered. (Paragraph 70. 2 .) 

(x) Satisfaction of a mortgage should be recorded before the 

Registrar. (Paragraph 703. ) 

(xi) Until the reserve fund equals the paid-up capital, an 

amount equal to at least per cent of a bank's 
paid-up capital should be taken before distribution ol 
dividend to a reserve fund. (Paragraph 704.) 

(xii) Advances to an auditor or a member of a firm of auditors 

of a bank should be prohibited. (Paragraph 711.) 

(xiii) The creation at any time of a mortgage or charge on 
a bank’s uncalled capital or any part thereof should 
he prohibited. (Paragraph 7J2.) 

(xiv) Officers and directors of a bank should he rendered 

liable for omission to state material facts in their re- 
ports or in the presentation of the accounts of the 
bank. (Paragraph 720.) 

(xv) Any payment to an auditor of a bank in addition to the 

amount of remuneration fixed at a general meeting 
of shareholders should be invalid unless fixed or con- 
firmed by the shareholders. (Paragraph 721.) 

(xvi) The existing form of the balance-sheet of a bank should 
be revised as indicated. (Paragraph 730.) 

(xvii) Bad debts must he written off and if full provision is 
made for doubtful debts, the figure of loans and ad- 
vances in the balance-sheet should be given after 
deducting the amount of such provision. Tf provision 
has not been made, any balance of doubtful debts not' 
fully provided for should be shown as indicated in 
the revised form of the balance-sheet. (Paragraph 
727.) 

(xviii) The prescribed basis of valuation of securities should 
be that the valuation should not he ip excess of cost 
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or market price, whichever is the lower. (Paragraph 
729.) 

(xix) Banks should display a copy of their entire balance- 

sheet in lieu of the statement in Form G and should 
continue to display it until the next following state- 
ment is published. (Paragraph 732.) 

(xx) The annual general meeting of a bank should be held 

not later than three months after the close of the 
year, (Paragraph 734.) 

(xxi) A temporary moratorium on the recommendation of 

the Keserve Bank to prevent untimely and compul- 
sory liquidation of a bank which is in difficulties 
should be permitted. (Paragraph 735.) 

(xxii) In the case of voluntary liquidation of a bank, the 
appointment of a liquidator should be made by or 
with the approval of the Board of Directors of the 
Keserve Bank. (Paragraph 739.) 

(xxiii) Provision for safeguarding the interests of creditors 
in the case of compulsory liquidation on the lines of 
the (English) Companies Act, 1929, is suggested. 
(Paragraph 740.) 

(xxiv) The Act should provide for the appointment of com- 
mittees of inspection in the case of compulsory as 
well as voluntary liquidation of a bank. (Paragraph 
741.) 

(xxv) It should be incumbent on every seller of banks’ 
shares to give the actual numbers of the shares at 
the time he sells them. (Paragraph 748.) 

(197) Begulations of loans by banks should be left to the 
discretion of the management and the control of the board of 
directors. (Paragraph 708.) 

(198) It should be one of the functions of the Keserve Bank to 
lend its advice and co-operation in cases of amalgamation or re- 
construction of banks which are in difficulties. (Paragraph 736.) 

(199) There should be some arrangement under which the 
Indian creditors of a non-Indian bank taken into liquidation should 
have a prior claim on its assets in India and should also share in 
the general distribution of its assets outside Tndia should there be 
a shortage in the assets held in India. (Paragraph 743.) 

(200) In every University there should be some arrangements 
for the training of students at recognized institutions for the 
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courses of degrees in commerce instituted by them. (Paragraph 
755.) 

(201) The suggestion that arrangements should be made by the 
Indian Institute of Bankers for University lectures and courses of 
instruction at different centres in the subjects included in the 
curriculum of the Institute is commended for the consideration of 
the Institute. (Paragraph 761.) 

(202) If it could be arranged, young Indians possessing high 
qualifications should after they have had a good preliminary train* 
ing in banks in India, be sent abroad to study advanced 
banking, especially international exchange and other subjects con- 
nected with currency and exchange. (Paragraph 766.) 

(203) Wherever possible, instruction should be given in second- 
ary schools in elementary accounting, discount, co-operative prin- 
ciples and elements of banking and the subjects should be taught 
systematically wherever introduced. (Paiagraph 768.) 

(204) The suggestion that the Indian Institute of Bankers 
should arrange, in different important centres, for courses of 
lectures in the vernacular of the community to which the local 
indigenous banker belongs and to hold special examinations, on 
the result of which certificates could be awarded may be considered 
by the Institute. (Paragraph 769.) 

(205) Sons of the indigenous banking families should be en- 
couraged to join joint-stock banks. (Paragraph 771.) 

(206) The question of inclusion of co-operation in the curriculum 
of studies for the examination of the Institute of Bankers, at least 
as an optional subject, is commended for the consideration of the 
Institute. (Paragraph 773.) 

(207) Closer study of marketing of agricultural produce should 
be introduced in the co-operative training institutes. (Paragraph 
776.) 

(208) (a) Co-operative educational institutions should be estab- 
lished in each province. The subjects to be studied should include 
co-operative education, propaganda, progressive farming methods, 
banking, accountancy, rural economy, marketing methods and 
rural industry. 

(5) There should be an All-India Co-operative College for the 
higher study of co-operation and allied subjects and research work. 

(c) The Provincial and the Central Co-operative Colleges should 
not be Government institutions, but should be left to organizations 
conducted by co-operators themselves, though Government may, 
assist by means of grants. (Paragraph 779.) 

2l 
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(209) Officers of co-operative, central and provincial banks should 
have received full training at, and passed the examination of, the 
co-operative educational institutions mentioned abovie and this 
should be an essential condition governing the recruitment of the 
staff of officers. (Paraerraph 781.) 
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Minute of Dissent by Mr. V. Ramadas Pantulu. 

THE INDIGENOUS BANKING SYSTEM. 

1. It is with the utmost diffidence that I venture to give expres- 
sion in this minute to my views on the future development of indi- 
genous banking. I fully realise that my colleagues have bestowed 
much thought to the problem, evinced considerable desire to develop 
indigenous banking and made very helpful recommendations in that 
behalf. The representatives of the Indigenous bankers themselves 
do not seem to have asked for much more. My task therefore 
becomes all the more difficult to justify the necessity for this 
minute. But I felt that I would be failing in my duty if I did 
not give expression to my strong conviction that the question of 
placing the indigenous banking system as a whole on sound, stable 
and solid modern foundations cannot be satisfactorily solved by 
the mere provision of facilities, however valuable they may be to 
individual private bankers, selected for special treatment by the 
Reserve Bank or the Imperial Bank. There is too much of per- 
sonal element in it and too little of system. The success of the 
scheme must in the long run depend not upon the survival of a few 
individual bankers to take advantage of it but upon the reorganisa- 
tion of the indigenous banking classes so as to bring them into the 
banking system of India. 

2. I admit that the establishment of the Reserve Bank and the 
provision for the indigenous bankers (who satisfy certain prescribed 
standards) being put on the Reserve Bank’s list of banks eligible 
for discounting and rediscounting facilities and the Imperial Bank 
giving certain facilities such as using them as agents for collection 
of bills and cheques and discounting their bills more freely, will 
to a certain extent improve the position of some of the indigenous 
bankers and increase their contact with the joint stock banks and 
the money markets. But I feel that these arrangements by them- 
selves will not help to develop indigenous banking system as a whole 
and arrest the decay that has already set in into the working of 
that system. I am of opinion that there is need, as well as scope, 
for reform of a larger magnitude and more far reaching character. 
I have from the outset of the enquiry felt that something could be 
done to confer on the indigenous banker, who carries on pure 
banking, the legal status of a banker qua banker with the privi- 
leges and responsibilities attaching to such status. I can see no 
difficulty from a banking or legal stand-point to bring family 
partnerships of indigenous bankers, as well as individual bankers, 
with requisite resources, within the scope of the Bank Act recom- 
mended by the committee. It should surely not be difficult to fix 
standards of eligibility for registration as bankers and to frame a 
set of banking regulations which are suitable to the peculiar con- 
ditions of, such partnerships and bankers. I do not see why a bank 
should always be associated with the joint stock and the dividend. 
Transform the private banker into an “ indigenous banker 99 func- 
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fcioning under the law governing hanks and bankers in this land,, 
create a recognised field for indigenous banking as an honourable 
profession and make it an integral part of the country’s banking 
system. That should be part of our plan to build up our modern 
banking structure on indigenous foundations and to supplement the 
joint stock and co-operative effort in the banking sphere. 

3. “ The adaptation of indigenous banking system to modern re- 
quirements ” is a phrase of which one hears a great deal; but what 
its precise implications are and what the means whereby it can be 
accomplished are matters on which very little light has hitherto 
been forthcoming. The present enquiries both by the Provincial 
Committees and the Central Committee, have however thrown a 
certain amount of light on the activities of indigenous bankers and 
the role which they may play in Indian Banking Organisation in 
the future. These bankers present a bewildering variety. Ac- 
cording to the census of 1921 the number of “ bankers ” was about 
1,461,000 and included “ Bank managers, moneylenders, exchange 
and insurance agents and money changers Perhaps for the first 
time in the history of Indian banking, the attempt is made to give 
a more restricted and technical meaning to the words 4 4 indigenous 
banker ”, obviously with a view to separate those whose main, if 
not sole, business is banking from these who are primarily money- 
lenders or traders or land owners doing some banking and to bring 
the bankers proper, to the extent possible, into the banking organi- 
sation of the country. In the Committee’s scheme, those who shed 
trade and other business which they at present combine with bank- 
ing and confine themselves to banking, that is to say, receive 
deposits, make advances and discount hundies and bills, are marked 
out for special treatment. Eligibility for such treatment is how- 
ever not restricted to recognised classes of private bankers such as 
Chetties, Multanies or Marwarees but is conferred on all classes of 
people, provided they elect to engage themselves in banking proper 
and conform to certain conditions and standards. This is perhaps 
as it should be having regard to modem tendencies in social evolu- 
tion. Notwithstanding the fact that the designation “ indigenous 
banker ”, thus no longer carries with it implications of a hereditary 
or traditional occupation, it does carry with it a notion of historic 
continuity of the system of banking , which has long served the 
people of this country well and truly and which still serves them 
very largely, though not as efficiency as the altered conditions of 
our social economy require. The designation has acquired a new 
connotation in the report and will soon gain new currency. The 
jdint stock banks owned and managed by Indians and the co- 
operative banks which were imported into india from the west and 
planted on Indian soil, which has fortunately proved congenial, 
are also indigenous in a sense. They are not foreign. So are the 
loan office^ and Nidhis and chit funds for whose development on 
lines suited to the people served by them we have recommended 
special legislation. In any scheme of banking reform for India 
all these parts of Indian banking organisation should be brought 
together. 



4. The question then is can indigenous banking be developed 
along side with the Indian commercial and co-operative banks? Is 
there room for it? Is there need for it? Before answering these 
questions it must be first ascertained whether there is any indi- 
genous banking left in the country to be developed. This task has 
been admirably performed by the provincial banking committees 
who have collected and marshalled valuable material regarding the 
organisation, methods of business and capital of the indigenous 
bankers and the vast extent to which internal trade, commerce and 
agriculture are still financed by them. Our report summarises 
these details. On the materials on record I am unable to share the 
view that the extinction of the indigenous banker is a matter of 
time and will quickly follow in the wake of the expansion of com- 
mercial and co-operative banks. As regards the resources of the 
indigenous bankers which are made available to the economic 
development of the country, they still constitute the bulk of the 
capital of all the credit agencies put together. The External 
Capital Committee who enquired into the available capital re- 
sources of the country say that the indigenous banking system 
“ fulfils valuable functions in affording credit facilities and it will 
be required to fulfil them for a long time to come. Every endeavour 
should therefore be made to utilise it and to fit it into the modern 
banking system which is being developed in rural areas ”. If the 
borrowing policy of the Government specially short-term borrowing, 
undergoes a change the resources of the indigenous bankers which 
are dwindling will be greatly improved. It may be as that coim 
mittee points out that the “ indigenous system is in itself incapable 
of development to an extent that would satisfy the banking require- 
ments of the country M . That is why we are developing commer- 
cial and co-operative banking also. So much for resources. 

5. As for human material the findings of the Provincial Com- 
mittees generally speaking are that there is still plenty of tradi- 
tional knowledge and skill available and that the members of these 
banking classes are known for their honesty, business habits, 
resourcefulness and aptitude to earn and save money. A certain 
number of them are said to work at present on largely modern lines 
and transact all kinds of business which the ordinary joint stock 
banks do, including the issue of pass books and cheque books. It 
is further stated that the system of banking pursued by the better 
class of thee bankers is suited to the commercial and financial 
genius of the people, their local requirements, habits, customs, and 
traditions. In any scheme to link up the private banker with 
the general banking organisation of the country we can of course 
accept only those who confine themselves to banking proper and do 
no trade. (Sinba’s Early European Banking in India, page 236.) 
These facts are helpful to show that there is promising material in 
the country on the foundation of which one wing of the superstruc- 
ture of the modern banking system of the country can he built. 
(See Early European Banking in India, page 236.) 

6. There is thus room for indigenous banking system and for its 
development. I shall now set out my reasons for the view that 
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there is also a clear need to re-organise onr indigenous system of 
banking on modern lines, in addition to developing commercial and 
co-operative banks. The following are my reasons: — 

(i) I agree with my colleagues that both the multiplication of 
sound joint stock banks with branches penetrating into 
the interior and the spread of co-operative credit move- 
ment, so as to serve the bulk of the rural and urban 
population, will take a very long time. Indeed the 
laissez-faire policy of the Government under which the 
joint stock banks get no assistance or encouragement and 
the serious encroachment on the sphere of finance of 
internal trade by powerful foreign banks react adversely 
on the growth of joint stock bank. So the displacement 
of indigenous banking is not the right policy. Re- 
constructing it on modern lines is more helpful. 

( it ) I consider that while the development of banking in India 
should undoubtedly be adapted to modern conditions it 
cannot be wholly achieved by a mere slavish imitation 
of the English Joint Stock Banks’ model. I agree with 
the following observation of a recent writer on Banking 
in India. “ Commercial banks alone will not create the 
needed credit for our agricultural and nascent manufac- 
turing industries. That the Indian Joint Stock Banks 
have borrowed, copied and translated the chief features 
of the English banks is an undisputed fact. * * Like 

the English banks they wish to trade largely on credit. 
* * The superficial elements alone have been copied while 
the really vital and progressive features of English bank- 
ing have not been engrafted on our system ”. (Vide 
Rau’s Present Day Banking in India, page 379.) In this 
connection I also wish to draw attention to the view of 
Sinha regarding the unsuitability of the expensive stand- 
ards of banking establishments 3et up by foreign bankers 
and copied by Indian commercial banks. He says 
“ somehow or other people cannot think of a bank except 
as a lofty and spacious hall, with shining counters and 
a large army of clerks and peons. It is not realised that 
the security of a bank lies in none of these things, but 
in the rigorous cutting down of charges, in honesty, inte- 
grity and efficiency of management. In a vain attempt 
to win the confidence of the public, expenses for specta- 
cular shows are undertaken which are not at all war- 
ranted by the volume of business”. (Vide “ Early 
European Banking in India ”, pages 222-23). Evidence 
to this effect was also tendered before the Committee as 
mentioned in paragraph 547 of the Report. 

(in) The savings of the people locally collected in the form of 
deposits by the Commercial Banks are transmitted to 
cities and large urban centres for more favourable in- 
vestments than can be locally found. Collection of 
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small savings by the Government through postal savings 
banks and cash certificates, however beneficial the policy 
may be in other respects similarly starves local needs 
by intercepting the resources of local banking agencies. 
More than one Provincial Banking Enquiry Committee 
adverted to the fact that mofussil centres specially rural 
areas, suffer for want of funds, as capital raised in those 
areas by the banks is not made available for local re- 
quirements. Perhaps it may not be feasible to remedy 
this evil by imposing conditions on the Banks as to 
where they should invest their capital. ( Vide para. 
542 of the Report.) That is precisely the reason for 
developing local banking agencies which will be more 
truly serviceable to the people whose savings they can 
mobilise to satisfy local needs. This is the fundamental 
claim of co-operative banks for further development and 
indigenous bankers can largely supplement the activities 
of co-operative banks in this direction. This aspect of 
the matter is also recognised by my colleagues in paras. 
144 and 145 of the report. 

(iv) The real banking agency of the people still lies outside 

the modern banking organisation of the country. Agri- 
culture, rural trade and rural industry derive their 
finance almost exclusively from the indigenous agency. 
So do small traders and handicraft industrialists in 
urban areas. The finance thus derived is considerable 
and enters very largely into the economic life of the 
vast rural and urban population who depend solely on 
it. Nevertheless the terms on which the indigenous 
banking agency finances the movement and purchase of 
produce or of imported goods and the rates of interest 
charged to trade and industry for accommodation are 
onerous and not conducive to the development of our 
internal trade, commerce and industry. 

(v) The evils of uncontrolled moneylending are increasing 

with the deteriorative indigenous banking agency of the 
proper kind. Moreover indigenous bankers are transfer- 
ring themselves into usurious moneylenders. Unlike a 
banker he does not weigh each debt by itself, but 
balances good against bad debts and in order to earn an 
average return on his capital, distributes his risks on the 
transactions with his various clients. This operates to 
the prejudice of good borrowers. 

(< vi ) The operations of the indigenous bankers lie outside the 
influence of organised joint-stock banking system of the 
country, very little affected by the credit policy of those 
bankers. 

(vii) Only a small portion of the demands which indigenous 
bankers supply is derived from the banks and that only 
at times of monetary stringency or pressure. Nor do 
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indigenous bankers place their idle funds with the banks 
either as demand or time deposits. So the banks are not 
in a position to adequately interfere to moderate or 
govern the operations of private bankers dealing in 
credit. 

(viii) Conditions for the extension of the bill market cannot be 
adequately created without organizing the indigenous 
bankers whose knowledge of local trade conditions will 
form a valuable basis for good trade bills. 

(tx) There are thus no means available to sectire for the Central 
Banking authority, which is expected to be set up very 
soon, an effective control over the credit operations of 
tlie indigenous bankers, although they admittedly form 
an important limb of the banking agency of the country. 

7. It is my firm conviction that if the indigenous banker is put 
on a statutory basis by registering all those who wish to avail them- 
selves of the provisions of the Bank Act it will impart vigour and 
tone to the whole system of indigenous banking and result in the 
better equipment of the existing indigenous banking agency to 
finance internal trade, commerce, industry and agriculture on terms 
which modern conditions demand and which ensure the economic 
development of the country. I agree with my colleagues that if 
indigenous bankers are brought within the sphere of operation of 
the Reserve Bank a much greater proportion of agriculturists will 
be benefited than if the Reserve Bank dealt with joint stock banks 
and the provincial co-operative banks only. These proposals will 
further result in bringing about a closer contact between the indi- 
genous banking system, the commercial banks and the Central 
Banking authority and secure to the latter a large measure of 
control over the operations of the indigenous bankers who are still 
the largest credit agency of the country from the point of view of the 
funds handled. Conditions necessary for the extension of the bill 
market will be also forthcoming. As an enthusiast in Indian bank- 
ing reform puts it, we shall have then helped to “ broaden the 
channel between the bazar and the banks, enlarge and quicken the 
contact between these two elements in the Indian banking system 
and secure that credit operations throughout the whole system will 
respond to the policy of the Central Banking authority 

8. I am, however, told that indigenous bankers do not like the 
idea of registering themselves as bankers under the Bank Act. I do 
not see why they should dislike the idea. Now, lawyers, auditors, 
doctors, engineers and men of other professions consider it an honour 
and a privilege to be registered. They have acquired a status and 
dignity by the very act of registration under tlie several statutes 
pertaining to their professions. The registration I contemplate is 
not a writ of restraints but a charter of rights. If the leaders of 
the indigenous banking communities take up this question and 
popularise the idea, I have no doubt it will be enthusiastically 
received. It must be impressed on them that “ if at this time 
when the general banking machinery of the country is being re- 



organised, they refuse to become serviceable in the direction of 
establishing a real money market in the country, an attempt would 
be made to exclude them from the national credit economy of this 
country 

9. It is then asked why should they register themselves under 
the Act? What will they get as quid pro quo? I scarcely think 
that the question arises. According to all accounts this class is 
steadily losing ground. Except from limited circles of their friends 
and acquaintances many of them are not able to get deposits or 
loans for their business. The Indian Chamber of Commerce, 
Calcutta, have described the position very clearly. In their ex- 
pressive language “ The position to-day is that the indigenous 
bankers in India are like Lilliputians who in spite of their numbers 
are helpless in tackling financial problems of the country ”, I do 
not wish to dwell on the causes of this deterioration in their position 
or as to why they failed to develop into modern bankers as the 
merchant-bankers of Japan did in the wake of the economic re- 
organization of their country. The very fact that they carry on 
banking as recognised bankers and submit themselves to regulations 
which are framed to protect the interests of depositors and to 
ensure the adoption of efficient business methods will inspire con- 
fidence in the public and will enlarge their resources, and expand 
their business. There is a great future before them if they move 
with the times and adjust themselves to modern conditions and do 
not by their adherence to out-of-date methods court their own ex- 
tinction. In this I fully share the optimism of my colleagues 
(para. 146 of the Report). 

10. If considerations of quid pro quo do enter into the question 
of this reorganization of indigenous bankers there is much to be had 
in that way too. Their position as bankers under the law of the 
land will surely entitle them to be placed on the same level as 
joint-stock banks in many matters like receiving money into their 
counters without stamping their receipts and having remittance and 
collection facilities on terms open not to the general public but to 
banks. The more prominent of them who have their offices at the 
provincial capitals where there are clearing house arrangements 
may claim membership of the clearing houses. I see no reason why 
bankers’ lien may not be extended to them. The provisions of the 
Bankers Books Evidence Act will be attracted to them. If and 
when the joint-stock banks get any facilities for speedy determina- 
tion of their claims or reduction in costs of litigation, the registered 
indigenous bankers will have them too. The Reserve Bank will 
necessarily have to make its choice, for enlistment on its roll of 
banks and bankers entitled to discount and rediscount facilities, 
from the ranks of the registered indigenous bankers. The Imperial 
Bank will similarly have to choose for its agency work for collection 
only registered bankers and so too it must offer discounting facili- 
ties only to members of that class. The associations of the registered 
indigenous bankers will then have a wider influence and higher 
prestige than those of a nebulous class. The whole organization 
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will thus undergo a marvellous change and a new orientation will 
be given to the indigenous banking system. 

I make these reservations in subscribing to the chapter on indi- 
genous bankers in the hope that possibilities of banking reform on 
the lines indicated by me will be explored when the time comes to 
enact the Bank Act and the Reserve Bank Act. 


Y. RAMADAS PANTULTJ 
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Minute of Dissent by Nalini Ran j an Sarker. 

I.— INTRODUCTORY. 

I am constrained to write this minute of dissent as there is, in 
important respects, a fundamental difference of outlook between 
the majority and myself. The terms of reference imposed on us, 
according to my understanding of their significance, the duty of 
investigating the entire problem of Indian banking with special 
regard to our national requirements. The findings of the majority 
are, in my opinion, markedly in the nature of a compromise. I 
am not in every case averse to a compromise, but as I believe 
that in certain respects the compromise has “ overshot the mark ”, 

I feel I must state my views separately. 

2. The subjects on which I found my views to be sharply at 
variance with those of majority, as also with those of the foreign 
experts, are those relating to industrial finance and the financing of 
foreign trade, with relevant reference to the future status and 
function of the Imperial Bank. 

3. In regard to the problem of Industrial Finance it has been 
impossible for me, for reasons stated hereafter, to endorse the 
lukewarm attitude of the majority in support of a matter of such 
grave national importance. They have also omitted to refer to 
certain important details, which are necessary to give an indication 
of the line of action to those who will be responsible for the 
initiation of schemes of industrial banks. I have also thought it 
advisable to refer to the question of long term industrial credits 
particularly with regard to their working in other countries and in 
this behalf I have endeavoured to meet the objections of the foreign 
experts to our proposal for an industrial corporation. Again, I 
differ markedly both from the arguments and conclusions of the 
majority in regard to the financing of foreign trade. I consequent- 
ly also differ from the majority in their endeavour to maintain the 
existing status of the Imperial Bank even if no special arrange- 
ment is made for the Banks undertaking foreign exchange 
business, and in this I was influenced by the fact that this bank 
cannot expect to have the privileges rightly belonging to a national 
institution so long as the majority of its shares are held by non- 
Indian interests. 

4. Now, even assuming the full acceptance by Government of 
our recommendations in regard to the assistance and encourage- 
ment of Indian banking, and the imposition of the restrictions 
recommended by us upon foreign institutions the point should be 
clearly borne in mind that these alone will not be found adequate. 
There is yet another aspect of the problem that required to be 
presented. It is evident that ultimately it is left largely to the* 
people themselves to develop their own institutions, without which 
no outside assistance can be completely effective. Accordingly, 
the initiative and support of the people should be regarded as fac- 
tors of vital importance. With their confidence and co-operation,. 
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there should be nothing to hamper the healthy development of 
Indian 'banking. 

5. Among the many factors that are responsible for the present 
backwardness of Indian banking, the lack of faith of the Indian 
public in our banks is one, a manifestation of the general predilec- 
tion, unfortunately rather too common, in favour of things Western 
and against things Indian. I can, of course, appreciate the 
timidity to the extent that it signifies the fear of one who >has 
slender resources which he naturally hesitates -to risk by placing 
them in banks. But what I cannot understand is why a /bank is 
believed to be sound simply because it is managed by Europeans 
and to be unsound for the sole reason that it is Indian. 

6. This timidity has been accentuated by the failure of some 
Indian banks, of which too much is made by interested foreign 
concerns. No one will seek to extenuate the crimes and »fdllies of 
one or two Indian banks, such as the Bengal National Bank, in 
the past, but these require to be viewed in their proper perspective 
and proportion. Mismanagement and dishonesty in banking are 
by no means a monopoly of Indians. On the eve of her commer- 
cial expansion, Great Britain likewise had a number pf failures, 
but banking was borne on the high tide of economic prosperity 
and the nation had little difficulty in consolidating her banking 
system. Much the same can be said of other countries and in fact 
some countries even now are suffering from what may be described 
as an epidemic of bank failures. During the nine years 1921-1929, 
the bank suspensions in America numbered 5,642 involving, deposits 
of $1,722,486,000 while during the first eleven months of ,1930 S o 
many as 981 banks with a total deposits of $515 million suspended 
business. (National City Bank Bulletin— January 1931.) The 
{phenomenon is, therefore, not peculiar to India and a few bank 
failures, negligible in comparison with those of other countries, 
should not lead to a blind preference for foreign banks. As -pointed 
out by the Punjab Inquiry Committee, of 1913, the bank failures 
of that year were not due to any inherent inefficiency in Indian 
banking organisation nor to any incapacity on the part of Indians 
in managing banks, but to causes inevitable in the formative 
stages of banking in any country. 

7. On the other hand, the facile confidence in foreign banks 
is often quite inexplicable. The Indian institutions issue balance 
sheets, which are comparatively much more informative and more 
calculated to give a true idea of their intrinsic, position. Their 
head offices are situated in this country. Their meetings can be 
attended and any necessary information m easily ehtainalole. On 
the contrary in regard to foreign banks it is next to impossible 
to knowitheir real position from their balance sheets. Their -head 
offices are situated outside this country and most of u« can* have mo 
access to them. Nor have we any means of knowing 'much about 
their directors, or what their vested interests rmay be. These 
considerations would lead one to expect an attitude of . greater 
scepticism towards, and less confidence in, foreign banks, whereas 



we find the reverse to be the case. This attitude is tantamount to 
placing a handicap on the national and offering a bounty to foreign 
banking enterprise in this country. I do not wish to withhold my 
tribute to the efficiency of some of the foreign banks, but it is 
necessary to point out that efficiency is not a prerogative of 
foreigners. 

8. My remarks are largely prompted by the consideration that 
the psychology of the Indian public is bound to have a vital 
influence on the successful development of banking in this country. 
This psychology which has till now shown all the characteristics of 
an inferiority complex, is showing signs of change, and it is neces- 
sary that we should contribute our conscious efforts to make this 
healthy change permanent. Failures may shake our faith in our 
institutions for the time, but, if our faith be not utterly lacking 
and moreover be supported on reason, we should be able to support 
our banks through their period of struggle until they get firmly 
established. True it is in most cases that people get what they 
deserve. It is certainly true of banking in India. The remedy 
for the existing defects of Indian banks does not lie in turning 
away from them, but in demanding of them and assisting them to 
maintain a suitable standard. What is essential is an alert public 
opinion in regard to the methods and practices of Indian banks; 
not merely a critical but also an enlightened opinion. It is up to 
the' leaders of Indian thought to rouse our people from their 
accustomed apathy in these matters to a better appreciation of the 
situation. With vigilance and sympathy on the part of the public, 
the possibility of failures will be greatly minimised and this in 
turn will serve to create greater confidence in their own country- 
men to the mutual benefit of both the hanks and the public. I 
hope, it will be agreed that I am right in thus calling attention 
to the need for developing a lively and enlightened public opinion 
in regard to Indian banking enterprise, for it is not by banking 
laws alone, but also by public support that Indian banking wifi 
be able to grow and thrive. 

9. One of the aspects of Indian banking, on which I would like 
to make a few remarks in this connection is the problem of indi- 
genous bankers the examination of which led to the recognition of 
the fact that they occupy an indispensable position in the financial 
system of the country. In the rural areas they render a valuable 
service to small industries and agriculture, although co-operative 
societies are steadily making a headway. In the urban areas too, 
they play an important role in financing some of the bigger indus- 
tries and internal trade but there also the competition of estab- 
lished hanks is adversely reacting on their position and import- 
ance. This was bound to happen owing to their following the 
old conservative methods of business. But as the United Pro- 
vinces Committee have correctlv observed, “ they possess wide 
knowledge and varied experience and the world would be the poorer 
by their extinction It has therefore been proposed by us to 
improve the status of these bankers by conferring certain privileges 
on them from the Reserve Bank which in effect would place them 



in a more advantageous a position than that of the joint stock 
banks. In my opinion it should further be clearly emphasised 
that the purpose of these privileges is to bring them within the 
folds of the modern banking organisation. So far as the bigger 
towns are concerned banking facilities are growing through the 
activities of the joint stock banks. In the smaller towns, into 
which the banks have not extended their operations, it is highly 
desirable that institutions like joint stock and co-operative banks, 
run on the principles of corporate finance, should gradually replace 
the indigenous banker, wherever possible, so that banking facili- 
ties may not be dependent on the chance of the successor possessing 
the liberal outlook, constructive genius and business integrity of 
the original proprietor. I beg leave to repeat the observation made 
by the External Capital Committee, that “ the indigenous bank- 
ing: system is in itself incapable of development to an extent that 
would satisfy the banking requirements of the country M (Report 
of the External Capital Committee, para. 10). 
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II.— FINANCIAL REQUIREMENTS OF INDUSTRIES 
, (CHAPTER XVI). 

1. I am glad that my colleagues have come to the conclusion, 
after studying the evidence placed before us and before the Provin- 
cial Banking Enquiry Committees, that as regards initial capital 
for promotion of industries the existing facilities are very 
inadequate. They further add that the special necessity of making 
India more self-sufficient in respect of her requirements and less 
completely dependent on the precarious pursuit of agriculture 
makes it imperative that some steps should be taken to mobilize 
her resources for the promotion of new industrial undertakings and 
for the expansion of existing ones. In view of these two state- 
ments, with which I entirely agree, I consider the recommendation 
in the second sentence of para. 401 as rather weak and halting. 

2. I am convinced, and I have no doubt that my colleagues are 
also equally convinced, that the establishment of industrial banks 
is not only desirable but absolutely necessary. I regret that with 
their minds fixed on the constitutional responsibilities of the 
ministers in the provinces, my colleagues have been led to make 
their recommendation vague and perhaps misleading. For, a§ the 
recommendation now stands, it seems to imply that the case for 
the establishment of such institutions has still to be proved before 
the Provincial Minister takes any action. The Industrial Commis- 
sion which considered the matter in 1918, along with various other 
problems relating to industries, recommended the constitution of an 
expert committee to consider the question of the establishment of 
industrial banks for financing industries in India. The Banking 
Committee, which is surely an expert Committee of the nature con- 
templated by the Industrial Commission, would be failing in its 
duty if it did not unequivocally press for the establishment of 
industrial banks in the provinces, the need for which has been 
emphatically pressed by all the Indian witnesses, including 
important chambers of commerce, and also by some of the 
European witnesses of the so-called conservative school. I do not 
think, therefore, that it will be necessary for the future ministers 
in the provinces, at any rate in those provinces where the Banking 
Committees have recommended the creation of industrial banks, 
to go over the same ground as we, and other Commissions and Com- 
mittees before us, have traversed. 

3. Assuming, in agreement with my colleagues, that it would 
be wasteful in provinces where industries are not sufficiently well 
developed to start industrial corporations for utilizing the financial 
facilities that may be provided by the industrial banks, I should 
still urge that the evidence placed before the Provincial Banking 
Enquiry Committees and the conclusions they have reached thereon, 
as also the evidence before the Central Committee, provide suffi- 
cient materials which may demand a conclusive recommendation 



as to which of the provinces have an unmistakable need for an 
industrial corporation and which of them have not. In regard to 
the latter, the Governments concerned may perhaps be advised to 
await future developments before proceeding to inaugurate the 
industrial corporation such as we have in mind. But conditions 
in Bengal, Madras, and Bombay at least are fnlly ripe for the 
establishment of industrial banks and we shall not be justified in 
giving the Governments of these Provinces what seems to me the 
mistaken impression that the question of providing financial 
facilities through a specially devised institution is still an open 
question, calling for further enquiry. Their aim and endeavour 
should rather be to take up the threads where we have left them 
and to inaugurate the next step, namely, the creation of the finan- 
cial machinery for encouraging the industrial development of the 
provinces. 

4. I must here refer to the lukewarm support, if not positive 
hostility, of some of the European Chambers of Commerce and 
even the foreign experts, to the proposal of establishing separate 
institutions for industrial finance. It seems to me that there is 
a danger, from which even some of my colleagues on the Committee 
are not wholly free, of being carried away by tbe notion that for 
stimulating the development and strengthening the position of 
industries in India it is not essential to establish any special 
institution of the nature of Industrial Corporation, it being con- 
tended that the clamour for provision of special finance to indus- 
tries is due to the inaptitude of the Indian people. To my mind 
such a contention appears to be quite unjustifiable in the light of 
the experience of all the industrially advanced countries of the 
modern world. The only notable instance of industrial enterprise 
which grew up without financial assistance from Government or 
specialized industrial banks, is to be found in Great Britain. The 
British witnesses who have appeared before us have naturally tried 
to convince us of the folly and futility of devising special measures 
for financing industry. But it must be borne in mind that England 
is a singular instance of an industrial nation which has risen to 
eminence more or less purely on the strength of individual 
initiative. The conditions, in which that country was originally 
industrialized, were peculiar to it. It was altogether free from 
the intense and fierce competition to which world industry has 
been subject in the present century, and by the time world industry 
passed into this phase, Great Britain had begun to enjoy a large 
national surplus which was far in excess of the needs of her domes- 
tic trade and industry. Owing to the vast expansion of her trade 
and commerce and owing to the fact that London had become the 
entrepot of world trade the financial mechanism of the City had 
become so perfect, that the direction of the fluid resources of the 
country called for no special machinery or effort. In short the 
development of English industries was from small beginnings and 
gradual; and when they entered upon a period of large expansion, 
they found a ready and more or less efficient money market in 
London. Since that time, however, the conditions in which trade- 



and industry could flourish on a policy of absolute laissez-faire 
have not been present in any other country. It is not present 
even in Great Britain to-day! Under stress of modern competi- 
tion and with the paramount need for rationalization, opinion in 
Great Britain has veered in recent times to the closer co-operation 
of finance and industry, secured by means of a body acting as an 
advisory and regulating organization between the two. 

5. It is necessary, before detailing the practical effects of that 
change of opinion to note the harm which has been done by the 
attitude of unconcern adopted by banks towards the actual internal 
management of industry. In the case of the British cotton mill 
industry, it has been found that banks had been continuously 
making advances without any attempt to satisfy themselves that 
the use of those funds resulted in any appreciable improvement 
of the financial position of the mills concerned. The result has 
been that both the banks and the mills are in the slough and 
further accommodation has been denied just when they are needed 
most. The opinion of the Expert Committees appointed to enquire 
into the state of British industry is that if the Banks had (on 
the strength of the advances which they were making) acquainted 
themselves with the details of management and had exerted 
their influence in favour of the reconstruction and re-organization, 
the position of the industry would have been better and the banks 
also would have suffered loss. All this only shows that even the 
only country which followed a policy of laissez-faire and on which 
the “ conservative school ” (as the report refers to them) has relied, 
has later on come to grief by persisting in that policy, when it 
would no longer serve. That Great Britain has at length realized 
the wisdom of devising a closer link between banks and industry 
is amply demonstrated by the establishment of such institutions 
as the Securities Management Trust, and the Banker’s Industrial 
Development Company. 

6. It will be clear from the foregoing that it was essential 
even for a country like England, where individual resources were 
so large, the investment habit so ingrained and the capital market 
so well-organized, to set up specialized institutions for providing 
the necessary financial equipment and help the rational manage- 
ment of industry. 

7. In regard to nations which industrialised themselves later 
than England, the initial impetus, the subsequent progress and 
the maintenance of the position gained, have all been due in no 
small measure to the establishment of institution for providing long 
term credit and other assistance to industrial enterprise. The 
German system, which is roughly representative of the system 
followed in all the countries of the Continent, has been summarized 
in paras. 386-388 of the report. The description of the system as 
contained in the summary 1 is not only inadequate but the lesson 
of the German experience has not been duly appreciated in 
formulating the recommendations of the Committee. The German 
Banks play a large part in the provision of long term capital. 
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They have satisfied the need for an institution to educate and 
encourage the general public in investing their surplus funds in 
industries. There was a place for some kind of agency which 
should obtain the confidence of the investing class, and use this 
confidence to direct their capital towards sound industrial under- 
takings. It was primarily the filling of this place that called into 
being the credit banks of Germany and accordingly these banks 
gave a prominent place in their programme to the promotion of 
joint-stock companies. The German investors are even now, after 
a long period of industrialization, reluctant to participate in any 
undertaking before it is fully launched and they have a peculiar 
preference for projects in which a leading bank has interested, 
itself. (Vide Whale’s book, pages 11-12 and 40.) 

This intimate relation between banks and industries is clearly 
emphasised by Dr. Jeidels, the German expert on industrial bank- 
ing, who collaborated with us, in the following words: — 

“ The banks attend an industrial undertaking from its birth 
to its death, from promotion to liquidation, they stand by its side 
while it passes through the financial processes of economic life, 
whether usual or unusual, helping it and at the same time profiting 
from it.” (Quoted by Mr. Whale, page 52.) 

8. The interest which the German Banks take in respect of 
the development of local industries, and which I have endeavoured 
to describe above, is still being maintained. It is no doubt true 
that during the War, the banks had to give their attention mostly 
to the business of financing the Government by the flotation of 
its loans but the industries in their turn, thanks to war profits, 
could afford to be independent of any help from the banks. But 
the situation was again reversed after the mark had been stabilised. 
The re-organisation of the whole German national economy — 
including the industrial concerns — as a result of the stabilisation 
brought into clear relief the evil effects of the inflation. The 
losses sustained by the industries due to this fact made the indus- 
tries again to depend on the banks for their financial requirements, 
and as pointed out by S. G. Feodossief in an article in the 
Bankers’ magazine, (June, 1930), “ to a much greater extent 
than before the War, the advances made to industry by the banks, 
especially during the first year after the stabilisation of the mark 
(1924), were long term credit for the purpose of replenishing the 
permanent liquid capital and some times of providing fixed 
capital The banks have also in later years utilised their foreign 
connexions by intervening “ as members of foreign syndicates for 
floating new industrial issues on the European and American 
markets ”. 

9. The importance of the German system in regard to our 
enquiry consists in the fact that it is representative of the systems 
which obtain in most countries of the Continent, and it should be 
highly instructive and interesting to us in considering the needs 
of a country like India, where there is little or no co-ordination of 
effort in matters relating to banking and development of industries. 
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10. Belgium owes a great debt to her banks for their services 
to industry. As in Germany, the banks were the only source from 
which Belgian industries could obtain financial assistance. Hence 
a close relationship between banks and industries grew up in that 
country at a comparatively early stage. In fact the Societe 
Generale de Belgique (established in 1822) was the first Joint. 
Stock Bank in Europe to adopt a purely industrial policy involving 
some degree of control over the various industrial concerns in which 
it was interested. Others followed and are operating successfully 
to-day to the advantage of Belgian industry. 

11. In France, on the other hand, along with the commercial 
banks, a specialised type of institutions called “ Banques d 9 
Affairs ”, has grown up for the purpose of financing industries. 
These institutions which are in essence “ Investment Banks ” 
assist the industries very much on the lines of the German Banks* 
partly by participating in their capital and partly by placing their 
bonds and shares with the public. 

12. In no other country, perhaps, is the connection between, 
banking and industry so close as it is in Switzerland. The 
specialisation there has been carried on by the Trust Banks, whose 
function consists in issuing their own bonds and utilising the pro- 
ceeds, partly to grant long term loans and partly for participation 
in the capital of industrial enterprises. The remarkable develop- 
ment of the system of deposits and savings accounts has been of 
great assistance in helping industries. 

13. It may also be pointed out in this connection that even ini* 
other countries where industrial finance was largely taken up by 
commercial banks, the conviction is steadily gaining ground by 
experience, that these banks are not equal to the task of providing- 
long term credit to industries. 

14. In Italy, for example, the commercial banks were led to 
make advances to industrial concerns by purchasing their shares 
and these created such complications that a special institution had 
to be created to take over these long term securities. There was- 
established lately the Societa Financiaria Italiana, with the object* 
of taking over the industrial securities held by the Credito Italiano, . 
which, in spite of local runs, was not intrinsically unsound. 

15. While the continental banks were specialising in the financ- 
ing of industries, Japan was not shown in putting into practice the 
principles and methods of the west. In fact she has gone a step 
ahead and created a special institution for expediting the indus- 
trial progress of the country. The Industrial Bank of Japan was> 
established in 1902 with the object of financing Government loans, 
advancing against Government and semi-government securities, 
as well as against ships, shipbuilding materials and accessories, and 
other industrial issues. It could, with the approval of the Minister 
in charge, subscribe or underwrite share and stock . issues. It 
could issue “ Industrial Bank Bonds Government control is 
exercised through the Minister in charge, who appoints to 
“ Controller ** for superintending the business of the Bank. The 



minister's approval was required for payment of dividend to the 
shareholders. Originally the Government also guaranteed dividend 
up to 5 per cent, for 5 years. Although the Government does not 
participate in the capital of the Bank, it lends to a considerable 
extent at a moderate rate of interest out of the funds at the Deposit 
Bureau, the Department of Finance. Further, the Government 

f uarantees the capital redemption and interest payment of the 
ndustrial Bank of J apan loan bonds, in case such loans are floated 
m foreign countries. The favourable effect of the establishment 
of the Bank on Japanese industries has been quite remarkable. 

16. Among recent endeavours to make suitable arrangement for 
providing long term credit to industries a reference may be made 
to the example of the Industrial Trust Company of Ireland, which 
was started in 1926 with direct assistance from the Irish Govern- 
ment. One of the functions of the Trust was to facilitate the 
financing of such enterprises as had previously received advances in 
the form of Government guarantees, under the Trade Loans 
(Guarantee) Acts, which were then due to expire. In 1926, when 
the Banking Commission of Ireland submitted its reports, the 
Trust had a paid-up capital of about £163,000, of which £50,000 
was held by the Government, £50,000 by the banks and £50,000 
by American subscribers. The public character of the concern 
was ensured by nearly two-thirds of the stock of the Trust being 
held by the Government and banks. In the Third Interim 
Report the Banking Commission recorded its appreciation of the 
importance and usefulness on the Industrial Trust Company, as 
being a suitable medium through which arrangements for long 
term credits might be made and recommended that the Govern- 
ment support to business might be continued and administered 
through the aforesaid Trust Company. The Commission further 
recommended that the practice of direct Government guarantee 
on industrial bonds should be discontinued thereafter, and pro- 
posed that in the future such guarantees as the Government might 
be disposed to make should be confined to the Bonds of the Indus- 
trial Trust Company, which would then be left to advance funds 
to enterprises approved by it, subject to certain specified conditions. 

17. A study of these facts leads to the following conclusions. 
First, private initiative and enterprise alone cannot be depended 
upon to provide the necessary financial aid to industries. Secondly, 
some special institution is required for providing long term credit, 
infusing confidence among the investing public and leading them 
to invest their capital in sound industrial securities, as also for 
initiating schemes for re-organisation and rationalisation of 
industries if and when necessary. The special institution contem- 
plated should, as a rule, be a distinct organisation, apart from the 
commercial banks. 

18. Tfye observation that industrial credit should, as a rule, be 
provided by a special type of institution distinct from the ordinary 
Commercial banks is particularly true with reference to the condi- 
tions wh,ich prevail in India. The commercial banks in this 



541 


ountry cannot undertake the responsibility, as their deposits are 
lostly for short periods and they cannot afford to tie np any 
ortion of their capital or reserve in financing industry. They 
equire all their resources to maintain public confidence in carry- 
ag on their legitimate business of commercial banking. This 
aution is particularly necessary, as the failure of any such institu- 
ion would disturb the commercial banking structure, which is 
low in the initial stage of development. 

19. It is true that in some countries on the continent of Europe, 
particularly in Germany, the responsibility of providing industrial 
apital has been satisfactorily discharged by commercial banks 
loing mixed business. But it should not be overlooked that in 
hose countries there were special circumstances which made it 
jossible for them to meet the varied capital requirements of indus- 
ries. First and foremost, the banks, in many cases, had immense 
•esources of their own in the form of capital and reserves, enabling 
hem to provide long term loans to that extent. Besides, the 
)anks in these countries were not embarrassed if their funds occa- 
iionally happened to get tied up in industrial investments as they 
iould easily avail themselves of an already developed capital 
narket within the country in which the industrial securities lying 
n their hands might be disposed of whenever necessary. On both 
:hese grounds, the disparity between the conditions on the 
’ontinent of Europe and those in India is markedly pronounced. 

20. It has been suggested that the task of industrial finance in 
India might be left over to the private Issue Houses and Investment 
Trusts. I do not deny that institutions of this kind have been 
Pound to be very useful in supplying long term capital to industries, 
particularly in England and in America. But I need hardly point 
out that there are at present no such institutions in India, and I do 
not think that circumstances are quite favourable in India for the 
establishment and successful Working of these institutions in stiffi* 
cient numbers at this stage ; nor can I accept the view that these 
institutions alone could be regarded as a dependable machinery to 
provide the necessary industrial capital. The creation of such 
institutions generally follows and does not precede public demand 
for investment information and facilities. I am confident, how- 
ever, that when, as a result of a greater industrial progress and 
development, and as a result of growing public confidence in the 
industrial system of the country, private Issue Houses and Invest- 
ment Trusts will he established in sufficient numbers, the latter 
may be expected to take up their share of the responsibility of 
financing industry and supplementing the work of the institutions 
that require to be created specially for the purpose. 

21 . For almost identical reasons I find it impossible to endorse 
the view that individual industries should depend for their long 
term financial requirements on the debentures issued by them. 
The success of this method of capitalising industries on a wide scale 
is presumed to rest on the idea that such debentures are popular and 
that there is in existence the machinery of investment institutions 
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as intermediaries between the borrowing industries and the genuine 
investing public, which can make such forms of investment 
popular. It is conceivable that a few very big industries can, with 
some measure of success, depend on the issue of debentures for their 
financial requirements, but the numerous middle sized industries 
would not be able to raise capital by this method. And although 
capital has, in many cases, been successfully raised through indivi- 
dual private initiative, no organised efforts have hitherto been made 
to ensure its steady supply in respect of all efficient and promising 
industries. In fact the supply of industrial capital has been re- 
tarded by the failure of many concerns brought about (amongst 
other causes) by the very want of timely financial aid and the 
currency and fiscal policy of the Government exercising a depress- 
ing influence on their prospects. Even to make the raising of 
industrial finance by the issue of debentures a success the creation 
of an agency, strong and sound enough to counteract the depressing 
influence mentioned above, is eminently called for. 

22. The difficulty of obtaining industrial finance is often ascribed 
to the shyness of Indian capital, owing to the nervousness of invest- 
ors. I think, the shyness is due not so much to the attitude of 
investors, as to the fact that hitherto no systematic endeavour has 
been made in this country to create a status in favour of indigenous 
industries, directly and indirectly, through Government support 
calculated to inspire confidence among investors. In India the 
attitude of absolute unconcern shown by the Government till recently 
towards the development of indigenous industries, has long re- 
mained a strong deterrent factor in the matter of industrial 
investment. The fiscal policy of the Government, which was often 
subordinated to British Industrial interests, coupled with adverse 
railway rates and stores purchase policies, have very naturally 
stifled the initiative of promoters in many cases, while investors 
have mostly lost their faith in the success of new industrial ven- 
tures. The alien character of the Government subordinating 
Indian to British industrial interests, the gradual decadence of 
Indian industries in certain areas, accentuated by the unequal 
competition of imports of British manufactures had all combined to 
create a most pessimistic outlook in regard to the prospects of 
indigenous industries, particularly those owned and managed by 
Indians. The pro-British tendency commonly, associated with the 
Governmental policy yielded the curious result that industries in 
this country under the management of British firms have come to 
be looked iipon as the safest channels of industrial investment, 
while Indian managed industries have not been able in many cases 
to inspire similar confidence. The dearth of finance suffered bv 
the latter has not been due, as I have already pointed out, so much 
to the shyness of Indian capital which is disproved by the steady 
increase of investments in other directions, particularly in the form 
of bank deposits, Government securities and investments in 
European managed concerns. The hesitancy of the investors aris- 
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ing out of the circumstances mentioned before, has proved a stumbl- 
ing block to the industrial renaissance of India and it has little 
chance of being removed early unless the Government acknowledge 
the responsibility of radically changing the whole industrial out- 
look of the country. No doubt they have made a beginning by 
moving towards the right direction since the outbreak of the War, 
to which reference has been made in our report. The Government 
have recognised the claim *,of discriminatory protection, and have 
appointed a Tariff Board to consider the demands of particular 
industries for protective tariff. But these have not yielded any 
results commensurate with expectations, and have been regarded 
rather as half-hearted concessions to the public demand. What is 
required in the particular circumstances in India is an active and 
vigorous industrial policy pursued by the Government, which 
should be reflected in their fiscal, currency, railway and stores pur- 
chase policies. They must truly identify themselves with the 
economic interests of the country and follow the active policy of 
the Government of Japan, which has been raised to the status of a 
first class industrial country in course of less than half a century. 
Such an attitude on the part of the Government can alone create a 
favourable atmosphere which may be assuring to the investors in 
regard to the prospect of indigenous industries, leading them more 
and more to employ their surplus capital in industrial investments. 

23. It is clear from a study of the conditions in India and the 
experience of foreign countries, that industrial development requiieo 
the active support and direction of a body specially created for the 
purpose. We require an agency which will attract and mobilise 
private funds for investment in the capital market for industrial 
purpose. This agency would work with funds drawn from the 
investing public and by its efficient organisation, expert care and 
supervision so regulate investment as to minimise the chances of 
loss of capital. 

24. The Committee’s recommendation in this regard should, in 
my opinion, be quite unequivocal and they should throw the weight 
of their support in favour of the creation of industrial corporations. 
The question would then be, how far we can indicate the details of 
the constitution and working of the industrial corporation. It has 
been suggested that in formulating the required legislation, the 
provincial ministers should have liberty to devise measures to suit 
the conditions in their respective provinces ; and I agree with my 
colleagues that it is inadvisable to lay down any hard and fast rules. 
But I am sure that when the ministers take up questions concerning 
industrial banking they will turn to this Committee’s report for 
guidance on fundamental issues. This Committee could, there- 
fore, discharge its responsibility by enunciating certain fundamental 
principles for the guidance of future ministers. 

25. My colleagues intend that the proposed industrial corpora- 
tion should specialise in the provision of long term capital to 
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industries and they have not attempted to lay down any practical 
suggestions regarding the functions of the corporation. It is diffi- 
cult, I agree, to anticipate all the credit demands that may be made 
upon the corporation by the existing industries as well as those 
which will come into being at a future date. But, in order to make 
these institutions really useful for stimulating industrial develop- 
ment of the country, I am of opinion that the corporation should 
take upon itself, as a matter of policy, at least the following specific 
functions : — 

(i) Granting long term loans to industrial concerns on the 
security of their assets or against debentures secured by 
those assets or against industrial shares ; 

(ii) Underwriting or subscribing the shares and debentures of 
industrial concerns; 

(in) Taking long term deposits from the public; 

(■ iv ) Lending money to industrial concerns for short periods 
when funds are idle, through discounting their bills or 
otherwise ; 

(v) Acting as trustee for individual concerns, raising money 
by debentures on their own assets ; 

( vi ) Guaranteeing interest on the principal of approved indus- 
trial debentures or loans. 

26. The desirability of establishing an industrial corporation 
with a scheme of Government participation in its finance has been 
questioned on the ground that it may eventually become responsible 
for a dangerous strain on the revenues of the Government through 
lack of proper guidance and control over its investment methods. 
In due recognition of the weight of such contention I should like to 
emphasise the need for certain precautionary measures for controll- 
ing the practices of the corporation with a view to keep them 
within the limits of safety. Such measures are necessary not only 
for safeguarding the interests of the Government but also for the 
absence of experience in the new line of business, and the danger 
that some reverses suffered by the corporation at the initial stage, 
may retard the progress of industrialisation beyond all hopes of 
early recovery. 

The measures I would recommend for this purpose are sufficiently 
indicated in the following points: — 

(1) In making loans, the Corporation should satisfy itself thai 
there is the proper margin and that the concern will he 
able to pay the interest and principal on stipulated 
dates. In the case of debenture issues of industrial con- 
cerns, it should satisfy itself that they will be able to 
make adequate allocation to the sinking fund to redeem 
them on the due date. Through its continuous contact 
with the industrial concerns it should see that proper 
allocations are made as required. 



(J2) jit should not make any investment in any speculative ven- 
tures nor extend any financial aid in any particular line 
of industry which is already threatened with over-pro- 
duction or has otherwise become unsound. 

(3) Regarding its own debenture issues it should provide ade- 

quate sinking funds for redemption and also build up 
suitable reserves out of current income. 

(4) When underwriting, subscribing to or granting loans 

against industrial shares, it should assume only a reason- 
able proportion of these obligations. 

(5) The extent to which it assumes such obligations should be 

determined by its ability to liquidate them within a 
reasonable time. 

(6) To safeguard its commitments in these concerns and the 

interests of the investing public on whose confidence it 
will depend for its success, it should maintain a perma- 
nent and continuous touch with them, somewhat on the 
German model. It should associate itself with the 
management through representatives and receive inform- 
ation about them not only when matters are bad, but 
long before this stage is reached, so that it might initiate 
and suggest reorganisation and other remedial measures 
to avert possible loss to the parties concerned. 

(7) Provision should be made to distribute the assistance it 

gives to industrial concerns so as to minimise the possi- 
bility of its resources being tied up in one or two 
concerns or one or two classes of industries. 

27. My colleagues have not rilled out the possibility of creating 
an All-India Industrial Corporation in future for looking after 
industries of national importance, the development of which will 
fall within the functions of the Federal or Central Government. It 
has been suggested that the All-India Corporation may secure pro- 
per liaison in the matter of finance and a direct connection with the 
large spending departments of the Central Government as well as 
direct correlation of the industries as a whole with railway rates, 
customs, stores purchase and other policies of the Central Govern- 
ment. My colleagues have kept the question open, to be finally 
decided by the demands of the Provincial Governments requiring 
the services of such a central co-ordinating agency to advance their 
common interests, or if its need is otherwise established to the 
satisfaction of the Central Legislature. Industries of national im- 
portance at least for some time to come, would not be so numerous 
as to justify the establishment of a Central Corporation enabling 
it to invest its full resources on a remunerative basis. The financial 
requirement pf the existing national industries might be met direct- 
ly; by, the. Central or Federal* Government either giving direct loans 
or guaranteeing the interest on debentures issued by such industries. 



The actual grant of any loan or guarantee of interest to any such 
industrial concern will naturally depend on the merits of each case. 
A pretty long time might elapse before the number of such indus- 
tries would sufficiently increase to justify the establishment of the 
proposed corporation. But before that stage is reached, the co-ordi- 
nating and supplementary functions proposed to be entrusted to the 
All-India Corporation, will remain no less urgent from the point of 
view of the Provincial Corporations. I should, therefore, propose 
that pending the establishment of the All-India Corporation, the 
contingency might be effectively met by an All-India Industrial 
Board, vested mostly with advisory functions. The Board should 
be constituted of some Government Members of the Industries and 
Finance Departments, representative businessmen concerned with 
banking, finance and industry, and representatives of Provincial 
Corporations. 

28. The functions of the Board will be as follows: — 

(1) To maintain a staff of experts, if found necessary, whose 

services will be available to the provincial corporations 
for examining schemes in connection with their invest- 
ments in industries. 

(2) To keep up to date the results of the industrial survey by 

studies and researches conducted by the experts. 

(3) To give suitable advice regarding the terms and conditions 

of issue of debentures of the corporations, and, if neces- 
sary, help in getting them subscribed. 

(4) To advise regarding the general policy to be followed by 

the provincial corporations in investing in shares or 
debentures of industrial concerns, or underwriting or 
promoting their issues. 

(5) To advise the corporations regarding the financial assist- 

ance they may render to industrial concerns, with special 
reference to the advisability of seeing that neither over- 
production nor undue competition is encouraged. 

(6) To enquire into the organisation of the Indian Industries 

and make any recommendations to them that would im- 
prove them in the light of experience in India and 
elsewhere. 

(7) To advise the Government regarding the commercial and 

industrial education in India and to suggest necessary 
improvement, on the model of the United States of 
America Bureau. 

(8) To formulate schemes for drawing out small savings for 

investment in industries and suggest means for popu- 
larising them. 

(9) To advise the Government and the Provincial Corporations 

in matters relating to the flotation of inland and foreign 
loans for industrial purposes. 
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(10) To urge on the Central Government the need for framing 

their fiscal, financial, railway and stores purchase policies 
in consonance with the interests of Indian industries. 

(11) To take such other necessary action, consistent with its 

status, to protect or advance the interests of industries 
in general. 

29. I need hardly point out that some of the functions proposed 
to be vested in the All-India Board are of sufficient importance to 
indicate the desirability of a distinct status being given to it rather 
than its being considered a superfluous adjunct to the Provincial 
Boards. The All-India Board should take the lead in initiating 
periodical surveys of Indian industries, to suggest that true lines of 
progress by avoiding the dangers of overproduction and waste. 
From its very inception it could come to the aid of the various 
Provincial Governments in formulating their respective programmes 
of industrial reconstruction which will demand not only expert 
advice but also the guidance of some central agency viewing the 
different Provincial Schemes from a wide national perspective. 
Divorced from such a national outlook the programmes of different 
provinces may lead to a development on parallel lines, leading to 
the risk of interprovincial competition in particular industries while 
others might remain comparatively ignored. This would mean 
needless national waste which can be avoided by the intervention of 
such an agency as the All-India Board. The services of the latter 
relating to the collection and dissemination of statistical intelli- 
gence would be useful to all the Provinces by giving them a lead in 
regard to the volume of industrial production in their respective 
spheres. Such statistics of production are now being compiled on 
a strict scientific basis in almost all industrially advanced countries 
of Europe and America with great advantage to their respective 
Governments enabling them to follow a definite policy regarding 
currency and credit while the same has been found useful to the 
industrialists as giving an insight to the genera! conditions of pro- 
duction throughout the country. The need for such statistics in 
India cannot be over-emphasised and the most suitable agent that 
might be entrusted with such functions should be the All-India 
Board. Needless to say that for securing the necessary uniformitv 
in the matter of collecting statistics the Board will require the 
support of the Central as well as of the Provincial Governments. 
For efficiently discharging its function of guiding the industries in 
India it would have further to keep itself apprised of the world 
conditions of production and consumption of such articles as are 
produced in India and publish the relevant statistics for the benefit 
of the industrialists at large. 

.*10. In conclusion I may refer to some points whereon my views 
are to some extent divergent from those of my colleagues. Mv 
colleagues have. proposed in paragraph 403 that the debenture issues 
of the Provincial Industrial Corporation should at the outset he 
limited to twice the amount of its share capital. This proposal. 
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together with the other that the permissible limit may be raised at 
a later stage does not pay due regard to the consequences which 
such restriction would bear on the revenue earning position of the 
Corporation. Nor does it clearly emphasise the need for ensuring 
the adequate security of the debenture issues beyond that at the 
initial stage, the additional security provided by capital should be 
so high as 50 per cent, of the debenture issues under the specified 
proportion. I would, therefore, propose to fix the proportion in 
closer consonance with the principles that should underlie the issue 
of debentures, viz., security and elasticity, in the following manner. 

31. The share capital of the Corporation should be supplemented 
by debentures under the conditions that the amount of debentures 
should in no circumstances exceed the amount of the outstanding 
long term loans and further, must not be more than five times the 
amount of share capital. I do not think that in fixing this propor- 
tion any risk is involved, for if, as I have proposed, the debentures 
be covered at all times by long terms secured investments with ample 
margins, the additional security provided by capital coming up to 
20 per cent, of the total debenture issues must be considered suffi- 
cient. On the other hand a moderately high proportion of 
debentures may be necessary for carrying on such volume of busi- 
ness as would enable the Corporation to earn a profit for the 
shareholders after meeting the necessary current expenses, within 
a reasonable period of time. For, unless such prospect of earning 
a dividend is assured the shares of the Corporation may not 
successfully attract private investors. 

32. T am also constrained to express my dissent from the opinion 

of my colleagues, as contained in paragraph 406, that the Industrial 
Corporation may take deposits only if the deposits are for compara- 
tively long terms of two years and over. While I entirely agree 
that the activities of the corporation in the field of deposit-taking 
should not set up any undue competition against the commercial 
banks, I am convinced that this measure of safeguard would be 
sufficiently provided if it be laid down that the corporation should 
take term and current deposits only from those industrial concerns 
whose block and other asset are mortgaged to it. This is advant- 
ageous to such industrial concerns inasmuch as they can obtain 
short term accommodation from the corporation for working ex- 
penses, which otherwise may be denied to them by other hanks or 
capitalists, with their assets mortgaged elsewhere. For the corpora- 
tion itself it is an advantage since it can keep a day to day 
watch on the business of the concerns. This practice would be 
strictly in consonance with the “ one bank, one client ” idea and 
would not involve any difficulty on the score of setting up competi- 
tion with the existing banks, as such cases of granting short term 
advances would not be so numerous as materially to affect the 
business of existing banks, nor would such advances be available, 
so far as the Corporation is concerned, for all classes of borrowers. 
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III.— FINANCING OF FOREIGN TRADE (CHAPTER XVII). 

1. In paragraph. 477 oi the Report the majority have observed 
that “ speaking from, the point of view oi trade alone, it may 
be said that the facilities available at present for financing India's 
foreign trade both import and export, are sufficient This state- 
ment is true so far as it means that the number and resources of 
the existing exchange banks are fully equal to any demand for 
finance that may be made by the export and import business of 
India. But surely this is not all ! To have adequate resources is 
one thing. But whether those resources are used impartially as 
among the different classes of traders, Indian and European, is 
quite another. In other words, it is just possible — and allegations 
have been made to this effect — that though there are resources 
available for trade, those resources are not available in an equal 
degree to individual traders. The distinction between “ trade ” 
and “ traders ” so vital in this context, seems to have been over- 
looked by the majority. The Committee may feel satisfied that 
there is no lack of resources for meeting the requirements of foreign 
trade. But it would still remain to enquire whether individual 
traders are having a fair share of these facilities and whether such 
resources are being used to subserve what may be called the broader 
national interest, w;., the increasing participation of nationals 
in the country’s foreign trade. If the last mentioned objective 
is not before us the present adequacy of resources will be a matter 
of comparatively little significance. 

2. But without further elucidation what I have just said doei 
not reveal the whole truth in regard to the existing conditions 
of financing India’s foreign trade, particularly as it does not 
give an insight into the facilities as respectively available to 
different sections of traders, European and Indian. 

3. No doubt the statement in the Report of the majority is a 
qualified one, as it is followed by some observations which should 
help one to comprehend its real significance, but in detachment 
from these qualifying remarks there is a danger of the statement 
being misconstrued in the sense that the facilities available at 
present are sufficient for the traders concerned. 

4. I, therefore, feel that it is necessary to emphasise the distinc- 
tion between the two aspects of these facilities, viz., their avail- 
ability for the trade as a whole on the one hand and for inrlivi- 
dual traders on the other. In fact, the real question at issue is 
that associated with the latter. For purposes strictly germane to 
our enquiry, the more important problem is one of facilities avail- 
able to Indian traders and firms from the exchange banks which 
are all non-Indian institutions holding a virtual monopoly of 
the exchange business. Looked at from this point of view it is 
impossible to maintain, in view of the evidence placed before us, 
that the existing facilities are 4 sufficient ’. Owing to the fact 
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that the foreign trade is mostly in the hands of non-nationals 
it will be found that these facilities are available to them to a 
great extent. But the point I wish to emphasise is the different 
attitude of the bank officials towards their European and Indian 
clients. I believe that the present low proportion of our share 
is due to the helpful advice and financial and other assistance 
which were available to non-nationals, but which have not been 
available, at least to the same degree, to Indian businessmen. 
Several witnesses including representatives of important Indian 
Chambers of Commerce have pointed out that Indian exporters 
and importers do not get all the facilities they require and that 
they are seriously handicapped by the discriminatory dealings of 
foreign banks. Even though a large number of instances may 
not have been placed before the Committee in support of these 
allegations, the few that were produced, taken together with other 
circumstantial evidence gave clear indications of the differential, 
treatment that is being meted out to Indians. The reasons which 
must have impelled most of the witnesses to withhold even such 
evidence as might have been in their power to give are so obvious 
that I need not mention them here. Those who ask for docu- 
mentary evidence in support of these allegations might with equal 
justice and propriety turn to the exchange banks for a more con- 
vincing reply to these charges than they have so far been able 
to put up. Instead of resting on the “ onus of proof ”, they 
could, for instance, point to specific cases in which Indian firms 
and individuals have been helped to expand their business through 
their co-operation. 

5. I regret I cannot find my way to join my colleagues in the 
non-committal attitude they have taken in this matter. For even 
apart from the complaints of Indian traders and firms, which, I 
cannot but believe, have a substratum of truth, the discriminatory 
attitude of the foreign exchange banks is corroborated by other 
well-known facts. The most striking of these is the very meagre 
participation of Indians in the export and import trade of the 
country since the advent of the foreign exchange banks. The 
majority have referred to a statement made by the exchange banks 
showing a higher proportion. This cannot be accepted for reasons 
detailed in para. 437 of the Report. From the enquiries that 
I have been able to make I am inclined to believe that the actual 
proportion 19 about 20 per cent. 

6. The representatives of the Exchange Banks Association stated 
that there was absolutely no racial bias in the granting of their 
facilities to trade and that the same rules and same standards were 
applied to both classes of customers. The complaint with regard 
to the Exchange Banks is not an isolated one but refers to all 
aspects of the British rule in India. We find that in all spheres 
of our national life, in trade, industry, commerce and Govern- 
mental transactions there is in operation a subtle difference of 
treatment due to the fact that the officials with whom we come 
in contact are mostly Europeans. To a large extent this is natural 
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as we cannot expect from foreign traders, businessmen and officials 
the same solicitude for our welfare and the same fostering care 
which we would expect from o\xr fellow countrymen. How is it 
possible for us in these circumstances, to believe that the banking 
system alone is managed by such supermen that they will forget 
the instinctive urge to help their own friends and countrymen 
and go out of their way to help Indian traders and businessmen 
in the same degree ? In fact, the representatives of the Exchange 
Banks themselves admitted that through social inter-course their 
European officials had more opportunities of obtaining intimate 
knowledge of the integrity and resources of foreign clients than 
that of Indians. One should, have to forget the political and eco- 
nomic history of India for the last one hundred and fifty years to 
treat this claim of the Exchange Bank as anything other than an 
incorrect picture of the situation. 

7. The majority have rightly stressed in para. 478 that “ the 
extent of a nation’s participation in its foreign trade depends con- 
siderably on the facilities which the banking system gives to its 
tiaders the truth of this statement has been amply demonstrated 
by the amazing progress which Japan has made during the last 
fifty years in this respect, due to the special assistance which the 
Yokohama Specie Bank, established in 1880, gave to the Japanese 
traders. The extent of participation by the nationals in the 
Japanese foreign trade has increased from less than one per cent, 
in 1874 to 69*0 per cent, of exports and 86*6 per cent, of imports 
in 1922 (“ Present Day Japan,” 1930, page 136). Our meagre 
share in Indian foreign trade is in striking contrast to that of the 
Japanese in theirs and unmistakably points to the scanty support 
given by, and the lack of sympathy of the exchange banks to- 
wards the requirements of Indian traders. There is no doubt that 
the share of Indians in the foreign trade of the country would 
have been far greater if the exchange banks had treated Indian 
and European traders alike and had given the Indians anything 
like the generous facilities which might have been expected from 
national exchange banks for the development and expansion of 
their activities. 

8. The problem arising out of these circumstances is in my 
opinion, a grave one, and such as may demand of the Committee 
their special recommendations for removing the existing handi- 
caps with the object of increasing the share of Indians in the 
country’s foreign trade. It becomes graver still when viewed in 
the light of the facts that the foreign banks have been strengthen- 
ing themselves and the foreign commercial interests without due 
regard to the effects on national banking and economy. I shall 
make an endeavour to examine these points for the purpose of 
bringing out such implications as have a direct bearing on our 
problem. 

9. The first of these points necessarily raises a question with 
regard to the nature of foreign trade and foreign exchange bank- 
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ing. The majority have defined the financing of foreign trade as 
consisting of two parts ; 

“ (1) the financing from the Indian port to the foreign port 
or vice versa and 

(2) the financing from or to the Indian port to or from the 
up country distributing or collecting centre.' ' 

10. Evidently the practice of foreign banks as prevailing in 
India includes both, but this is not accepted as a necessary func- 
tion of banks financing foreign trade. In describing the functions 
of foreign banks in India the majority have stated in paragraph 39 
that “ they also play some part in the financing of inland trade, 
mainly on account of goods or produce in transit prior tp export 
or immediately subsequent to import The majority have not 
questioned the propriety of such collateral operations of exchange 
banks in regard to the financing of actual exports and imports; 
nor have they examined, much less appreciated, the harmful 
effects that might result from the continued performance of these 
subsidiary functions by the foreign exchange banks. The danger 
arises out of the fact that if we allow foreign trade to extend 
beyond the port-to-port movements to the distributing or col- 
lecting centres up-country, the distinction between the financing 
of internal trade movement and the financing of foreign trade will 
tend to disappear; and foreign banks might well prove a serious 
menace to the development of national banking. As a matter of 
fact the Punjab Committee refer to the practice of the exchange 
banks in that province financing the textile imports right down 
to the consumer (Para. 106). The finance of foreign trade seems 
in theory and in practice to be confined to tlie port-to-port move- 
ments. As Mr. Spalding has pointed out,* the exchange banker 
comes on the scene as regards export only at the time of shipment. 
Similarly as regards imports the exchange banker would vanish 
from the scene as soon as he lias brought the documents to the 
port and handed them over to the importer. This view is also 
supported by Mr. P. B. Whalet who says that the financing of 
foreign trade by banks in Germany followed the practice of Eng- 
lish bankers and consisted in financing exports for the interval 
between the shipment of goods and the arrival of the purchaser's 
remittance ; and in financing imports by opening credits, against 
which the foreign exporter draws drafts. 

11. In this connection the proceedings of the * International 
Conference on the Treatment of Foreigners 9 held in Paris in 1929 
will be found instructive. It was there claimed that there should 
be no restriction on the movements and activities of foreigners 
in so far as they are connected with the requirements of inter- 
national commerce. In the course of the discussion it was accepted 
that the right of international commerce would- not apply to the 
retail trade or hawking and peddling and that every nation could 

# “ Finance of Foreign Trade.” 
t “ Joint Stock Banking in Germany,” page 83. 



reserve to its own nationals these subsidiary trades. In other 
words, international trade and commerce would be concerned only 
with the import and export of merchandise between port and port 
but not to the distribution of imports into the interior or the 
collection of the exports from the interior. 

12. The practice of foreign exchange banks in other countries 
is also significant in this respect. In almost all countries foreign 
banks are confined to the chief financial centres like Paris and 
Berlin or to the port towns as in Egypt, Australia, Brazil and 
Argentine. In their advertisements the banks also point out that 
their branches are established at all important ports and have 
correspondents throughout the world. They do not generally claim 
to have branches at inland centres. The Yokohama Specie Bank 
has forty foreign branches, all in port towns. The Guaranty 
Trust Co. of New York has branches only in London, Liverpool, 
Paris, Havre, Brussels and Antwerp. The Comptoir National 
France has several branches in England, Belgium, Australia, 
India, and Egypt, but all at the ports. All foreign exchange banks 
have adopted this practice and have carried on their work in 
the inteiior through agents or correspondents. 

13. The encroachment of the formidable foreign banks beyond 
the requirements of foreign trade finance as explained above 
restricts the scope for expansion of indigenous banks. They have 
been carrying on business in India long before the Indian banks 
were established, and this fact, coupled with their vast resources, 
enormous influence, and valuable goodwill, have placed them in 
a dominating position over the indigenous institutions. The latte? 
having had no time nor opportunity to develop, have been rather 
hard iiit by the unequal competition with them both in the port 
towns and in the up-country centres, where the latter have got 
their branches. As I will show presently the foreign Exchange 
Banks together with the Allahabad Bank have been able to gather 
nearly 80 crores of deposits as against the same amount in the 
case of the Imperial Bank and 55 crores in that of the Indian 
Banks. I do not deny that the Exchange Banks have been able to 
attract this huge amount of deposits even though they pay in- 
terest at a lower rate than the Indian banks; but this cheaper 
money enables the former to compete with the latter so far as 
inland business is concerned: The majority seem to have agreed 
with the contention of the Exchange banks that there is not 
much competition between them and the Indian Joint Stock Banks 
and the statement furnished by the Exchange banks and printed 
in para. 455 indicating the iocatibn of branches of Exchange 
Banks has been used to show that the number of such up-country 
branches of Exchange Banks is not large. But whether the number 
is large or small, it admits of little doubt that the foreign banks 
in these places do compete with the indigenous banks of the respec- 
tive centres. That there are sufficient number of Indian banks 
in these placefe is also a matter which can be verified from the 
“ Statistical Tables relating to Banks in India ” and these banks 
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have been deprived of much of the business of financing local 
trade and the trade between these centres and the ports. 

14. The report of the majority gives in para. 466 a statement 
showing the growth of deposits of banks in India, and concludes 
that there has been no change in the respective shares of the 
Imperial Bank, the Exchange Banks and the Indian Banks. As 
the Allahabad Bank is included among Indian Banks, I must 
point out that this statement is not one on which to base such 
conclusion. I give below a statement including the Allahabad 
Bank deposits among those of the Exchange Banks. 


Reconstructed 

table including Allahabad 
Banks . 

Bank 

among Exchange 


Imperial 

Foreign 

Indian 


Bank. 

Banks. 

Banks. 

1920 

8,705 

7,481 

7,348 

1921 

7,258 

8,573 

7,063 

1922 

7,116 

8,442 

5,398 

1923 

8,276 

7,937 

3,676 

1924 

8,421 

7,989 

4,594 

1925 

8,330 

8,000 

4,846 

1926 

8,035 

8,160 

5,309 

1927 

7,927 

6,913 

5,403 

1928 

7,925 

8,233 

5,516 


15. It will be noted from the above table that the deposits of 
Indian Banks have come down from 70-63 crores in 1921 to 
55*16 crores in 1928, while exchange banks have been able to 
maintain their deposits very nearly, the figures being 85*73 crores 
and 82*33 crores respectively. It is true that there was a big 
shrinkage of deposits in 1921 and 1922 following the deflation, 
after the War but even then the result of the decade's operations 
has been decidedly in favour of foreign banks. Even if due 
allowance be made for the shrinkage in deposits due to the failure 
of some banks during the period for which figures are given, it 
is not correct, to hold with the foreign experts, that there has 
been no disproportionate growth of deposits of these types of 
banks. On the other hand, the increase in deposits of the Allaha- 
bad Bank from 9,35 lakhs in 1920 to 11,19 lakhs in 1928 is itself 
a sign of the movement of funds and this may become an induce- 
ment to some other Indian banks in the future to seek amalgama- 
tion with the British banks. 

16. I cannot agree with the contention of the majority in 
para. 463 that it is not “ a correct interpretation of the speech 
of Mr. Beaumont-Pease that the Indian branches of the Exchange 
Banks are not drawing on their head offices outside India but have 
more than enough funds from Tndia itself ”. In this connection 
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the majority have given a statement of the assets and liabilities 
of foreign banks in India. I give below the figures separately 
for British and non-British Banks: — 

Detailed statement of position of British and non-British Exchange 

Banks’ Deposits and Advances in India . 


Current Accounts and Call money . 


In crores 

i «f Rupees. 

Non-Indian — 




British Banks .... 

13 



Other Banks .... 

2 

16 


Indian — 




British Banks .... 

17 



Other Banks .... 

2 

19 

34 

Fixed and short deposits . 




Non-Indian — 




British Banks .... 

9 



Other Banks .... 

3 

12 


Indian — 




British Banks .... 

18 



Other Banks . 

2 

20 

32 

Outstanding Loans , etc. } 




outside India . 




British Banks 

16 



Other Banks . 

6 

22 

22 



Total 

88 crores. 

Total non-Indian Deposits 

, 

. 27 crores. 

Total Indian Deposits 

• 

. 39 crores. 

Advances in Indio. 




Non-Indian — 




British Banks . 

11 



Other Banks 

4 

16 


Indian — 




British Banks . 

26 



Other Banks . 

5 

31 

46 

Investments in securities , etc . 




British Banks . 

24 



Other Banks . 

2 

26 

26 

Bills of Exchange in Transit . 




British Banks . 

7 



Other Banks . 

3 

10 

10 

Cash and other assets 


I 


British Banks . 

6 



Other Banks . 

1 

6 

6 



Total . 

88 crores. 

MAJOUITY REPORT 
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17. It will be seen that the British Banks have not borrowed 
in London or elsewhere for their operations in India. Though 
they have loans, etc., outstanding abroad to the extent of 16 crores, 
they hold securities for 24 crores in India. In other words, the 
foreign loans really represent investment of foreigners in Indian 
Treasury Bills. In the case of non-British Banks on the other 
hand the foreign loans amount to six crores while the value of 
Iheir security investment is only two crores, that is, they use 
about four crores of their own money in India, while the British 
Banks have large amounts of unusable deposits which have led 
them to invest as much as eight crores in Treasury Bills. It is 
evident, therefore, that on balance the British banks do not hav§ 
to bring money from abroad. 

18. The figures also indicate a difference in the practice of 
British and non-British banks. The former have invested seven 
crores of Indian deposits for buying bills of exchange but non- 
British banks use three crores of their own money for the same 
purpose. In other words, British banks with deposits of Us. 57 
crores, have advanced 37 crores in India and maintain cash and 
other assets 5 crores, having invested the balance in securities 
and bills of exchange. * The non-British banks with deposits of 
nine crores have lent the wdiole of it in the country. 

19. The dominant position of the foreign banks has been uti- 
lised not only to advance the interests of their nationals but also 
to foster other subsidiary foreign interests in India. For 
example, Indian Insurance Companies have received very 
little encouragement from the Exchange Banks in their progress. 
By insisting on their customers obtaining their policies from non- 
Indian insurance companies they have practically shut out the 
Indian companies from this business. Definite instances were 
placed before the Committee in support of this complaint. 

20. I have so far endeavoured to show how the foreign exchange 
banks in this country are conducting their operations without a 
proper regard for our national interests. The non-national out- 
look maintained by these banks has hindered to a great extent 
the development of monetary organisations of the country. This 
is clearly borne out by their lukewarm support and even opposi- 
tion to any scheme of banking development and their pronounced 
lack of sympathy towards anything Indian. I am aware of the- 
claims that are often mode in regard to the services rendered to India 
by the British Exchange Banks. But I am sorry that I cannot 
agree to this evaluation of their operations. Tt is true that 
Indian foreign trade has been financed by them ; but it' is also- 
true that this was done mainly because these banks wanted to 
finance the movement of the necessary Indian raw T produce to 
England and to help the marketing of British goods in India. This 
pro-British feature of their operations w r as apparently so marked 
that other countries found that for marketing their goods and buy- 
ing 1 their own requirements of Indian produce, it was essential 
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that their own banks should be established here and that it was 
unwise to leave their interests to be looked after by British banks. 

21. If these banks were really serving the interests of India, their 
attitude towards Indian traders and Indian banking would have been 
quite different from what it has actually been. In this connec- 
tion I should first refer to the overshadowing importance of these 
foreign banks in our country. The position which they occupy 
in the Indian banking system far outweighs that which foreign 
banks occupy in other countries and they have not failed to take 
full advantage of this favourable position to prevent a proper re- 
organisation of the money market in India. 

Time and again they have opposed measures in this direction, 
as such organisation would not only diminish their prestige but 
also decrease considerably their domination of the market. They 
opposed the first Central Bank proposal of 1900 with such vehemence 
that even the Government of India was forced to protest against 
their attitude. In 1904 they again opposed the proposal to allow 
the Presidency Banks to borrow in London to relieve monetary 
stringency in India. Their opposition continued till the appoint- 
ment of the Chamberlain Commission in 1910 and persisted in an 
acute form even up to 1920 when the Imperial Bank Act was 
passed, debarring the bank from transacting exchange business. 
It was carried even before the Ililton Young Commission when 
they stated that they did not care much whether there was a 
Central Bank or not.* 

22. Their indifference towards Indian interests is also shown 
in their attitude towards Indian Banks. There have been a 
number of bankers and monetary crisis during the last three or four 
decades, and I do not know oE their having rendered timely 
assistance even to a single Indian bank. It was, on the other 
hand, pointed out by the Government of India in their despatch 
to the Secretary of State, dated 3rd December 1900, that they 
frankly prepared to let a crisis come though happily it was 
averted. As Mr. Pochkhanawala has observed in his written 
evidence to the Committee, “ most of the foreign Exchange Banks 
do receive deposits from Indian indigenous banks, but they would 
not lend them a rupee without security, though amongst themselves 
they do large lending business on credit. They combine at every 
opportunity even against first class indigenous banks and by with- 
drawing, at the spread of any and every rumour, credit facilities 
in the matter of purchasing of drafts and telegraphic transfers, they 
jeopardise the position of the indigenous banks and lower their 
prestige in the eyes of the investing public and the brokers 

23. I should also refer in this connection to the fact that the 
foreign banks in India have by the nature of their operations 
retarded the development of a discount market in this country. 
Generally speaking, import bills pass off into the hands of banks 
after acceptance. In India, similarly, import bills, if drawn in 

* For all this information I may refer to Mr. Baster’s book “ The 
imperial Jlanks ”, 


2n2 
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rupees, could have been absorbed by local bankers or the discount 
market if it were allowed to develop. Even when the bills are 
drawn in sterling as at present, the exchange banks, if they had 
been so inclined, could have devised suitable arrangements for 
placing them in a discount market. Instead of this, the foreign 
banks have been retaining in their own hands the bills which 
should have gone to a discount market, — this in turn, calling for 
large deposits to finance them. It is now contended by the 
Exchange Banks that these bills are in very small amounts and 
are of no use for a discount market. It is difficult to concede such 
an argument in the light of certain patent facts. If the exchange 
banks can lend as much as 30 erores to Indians on their local 
advances, including advances against import bills, in spite of 
the bills being in small amounts, surely a discount market could 
do the same and if it wanted to borrow on them it might redis- 
count them in parcels to make up sufficiently large amounts. It 
is not, therefore, the size of the bill^ which stood in the way of 
the creation of a discoimt market in India but the reluctance of 
the banks to part with the profits of this business. 

24. Still another instance of the apathy of these foreign banks 
towards Indian interests is to be found in the matter of appointing 
Indians in the superior grades of their service. The majority have 
accepted two definite conclusions on this point, viz . : — 

( i ) that it is surprising that through half a century the foreign 
banks have not found one Indian whom they could 
appoint to a superior post and (it) that the attitude of 
European Officers towards the Indian Staff has been a 
subject of criticism. This has led them to suggset that 
these hanks should adopt a system of probationers on 
the model of the Imperial Bank of India. In view of 
the benefits they derive from the use of Indian deposits, 
I think the Government should insist on their training 
a suitable number of Indians for employment in the 
superior grades. 

25. It is claimed that the appointment of staff is a matter to 
be determined bv the shareholders. This contention is not tenable 
for several reasons. In the first place, it can hardly be denied 
that unless there was some special reason, the shareholders would 
not interfere in this matter. Secondly, it can no longer be con- 
tended that Indians are temperamentally unfit for hanking. Apart 
from our ancient banking traditions we have proved ourselves 
capable of running such institutions on the European model even 
without the help of foreigners. Thirdly, if the present practice 
is defended on the score of political considerations, the same 
political considerations should impel us to detnand a change. 
Fourthly, past records do not justify the assumption that Indians 
are less trustworthy than Europeans. Lastlv, the argument that 
superior officers should be prepared for world-wide service cannot 
be accepted as the appointment of local men and the habit of 
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relying on them would reduce the number of general service men 
required and thus considerably reduce overhead charges. 

26. These in brief are the problems confronting us, namely 
first, that the Indian exporters and importers are seriously handi- 
capped by the step -motherly treatment of the foreign banks ; 
secondly, that our general economic development is being jeopar- 
dised by their present mode of operations; and thirdly, that these 
are matters in which our nationals do not receive due encourage- 
ment. The situation demands immediate intervention by the 
Government particularly as these foreign banks are now holding a 
predominant position in the banking world of India. 

27. The majority have referred to the treatment of non-national 
banks in other countries. They have found the licensing system 
fairly common and have suggested its adoption in India; but the 
terms of the license proposed by them fail to touch the real diffi- 
culty. Curiously enough, while they note that there are various 
restrictions on non-national banks in other countries, they have 
suggested reciprocal treatment on the basis of these restrictions 
instead of finding out the rationale of their existence and applying 
the reasoning to India. The Indian problem is a peculiar one 
and therefore calls for peculiar measures and it is unnecessary to- 
quote precedents to justify them. Our problem is r how to give 
the Indian banks a fair field for development and extension by 
confining the foreign banks to their propei sphere in the port towns; 
and the measures proposed should be designed to accomplish this 
purpose. 

28. I think that unless the Government takes an active interest 
in these matters, it is not likely that the exchange banks will 
willingly submit to any proposal to change their methods of opera- 
tion or their policy in consonance with our economic interests. 
But it would be futile to leave the matter of such national import- 
ance entirely to the discretion of the foreign banks, and to be 
(kmtent with making certain recommendations to them to change 
their policy, having no obligatory sanction behind them. 

29. As proposed by the majority, the purpose of the license is 
to regulate the future entry of foreign banks and in the case of 
existing banks it will be only a formal procedure. A license to 
have any meaning, must entail certain obligations, failure to carry 
out which, would be penalised by its cancellation. Apart from the 
submission of some statements the majority have suggested no 
obligations and this as well as the reciprocal treatment proposed 
by them could well he enforced without any licensing- at all. In 
mv opinion the conditions of the license should he more specific 
and effective and should include the following: — 

(1) They (the foreign exchange hanks) should confine them- 

selves to port towns and mainly to foreign trade 
finance. They should not open any new branches in 
the interior. 

(2) They should transact only such inland business as (a) 

making and taking temporary loans to and from banks. 
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(b) advancing against goods in port towns awaiting 
export or movement into the interior, (c) investment in 
securities to the extent necessary to keep a liquid posi- 
tion and (<Z) accepting deposits from the public. 

(3) They should observe the conditions of the Indian Bank Act 

in so far as they are applicable to them. 

(4) The) should submit to the licensing authoiity duly 

audited balance sheets reports, returns, etc., of their 
Indian business in such forms as may be prescribed. 

(5) They should submit to the same authority quarterly reports 

of their business transacted with Indian and non- 
Indian clients in such form as may be prescribed by 
the Reserve Bank from which it may be possible to 
deride whether there are grounds for complaints of 
discrimination against Indian clients or interests. 

(G) They should make suitable provision for the training and 
employment of Indians in the superior grades of services, 
to the satisfaction of the licensing authority. 

(T) They should distribute insurance business between Indian 
and non-Indian companies in accordance with the ar- 
rangement suggested in para. 34 of this note. 

(8) They should have Advisory Boards at each branch, with a 

majority of Indian merchants and businessmen. 

(9) They should not purchase shares in any Indian bank 

without the previous permission of the Reserve Bank. 

(10) The licences will be issued for a period of five years and 
will normally be renewed. But if the licensing author- 
ity is convinced that a foreign bank is acting contrary 
to the policy of the Reserve Bank or against the general 
national interest, or lias violated any of the conditions 
of the license, it may be cancelled after giving due 
notice to the bank. 

30. I am aware that the majority of the Committee have 
accepted the principles underlying some of the terms suggested 
by me, but they have been content with making recommendations 
to the Exchange Banks to carry them out. It is possible that the 
Government, may establish a convention with the Exchange Banks 
regarding some of the terms and to that extent they need not be 
included specifically in the licence. But if they fail to establish 
such a convention the terms suggested will have to be enforced 
bv a licence. 

31. I am aware that my proposed terms for the licence will 
evoke a protest on a question of principle, that these involve dis- 
crimination against non-Indian banks. I would point out, how- 
ever, that the restrictions on the Exchange Banks are not proposed 
in a spirit of racial discrimination but are the minimum iffecessary 
to ensure the ordered development of Indian banking, and they 
are not calculated to inflict any hardship on the foreign banks. 
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Discrimination in this sense against foreign banks is now more 
or less common even among the commercially advanced countries. 
It may be legal as in the United States, or conventional as in the 
United Kingdom. In the United States of America the law 
prohibits the establishment of branches of foreign banks who have 
thus to organise subsidiary local companies for the purpose, or do 
mere agency work, wdiile in the United Kingdom the Bank of 
England by insisting on a British acceptance for making bills 
eligible for re-discount has effectively prevented foreign banks 
from borrowing in the London market. In countries where there 
is no discrimination legal or otherwise, there is the national 
sentiment working against them. In fact, international rivalry, 
jealousy and diplomacy apply as much to hanks as to other 
spheres of national expansion and development. Examples of 
these restrictions and special taxation regulations are given in the 
appendix to the report but it is essential to add that some of these 
restrictions have secondary effects on the working of foreign banks 
ai.<’ that some restrictions obtain in practice though not in law\ 
In the few r countries, where there is no such restriction or discri- 
mination, it is because the local banks are so powerful and organised 
that they have not required such protection. 

82. I will now proceed to give my reasons for introducing some 
of the terms in the license: — 

The restriction to port towns is necessary for the development of 
existing Indian banks and for the promotion and successful 
working of new ones. Moreover the Exchange Banks being mainly 
confined to port towns will have to utilise the services of these 
hanks for their business in the interior and this will strengthen the 
position of the latter. It may be reasonable to claim that the 
operations of the foreign hanks even at the port towns should he 
confined to purely foreign exchange business. But in view r of the 
fact that they have been transacting other connected business in 
the past, I consider it advisable to allow them to continue conduct- 
ing such operations so that they may not be severely handicapped. 
It 1ms also been suggested that the existing up-country branches 
should be closed within a specified period. While I consider the 
suggestion not unreasonable in view’ of what lias been stated above, 
T do not believe it will be necessary to go so far at the present 
moment, if all the other suggestions are adopted. Moreover, with 
the change in the political atmosphere and the general environment 
in which these hanks will have to work, I believe such action will not 
he necessary. But if at any future time the Reserve Bank or the 
Government is satisfied that the closing of these branches is abso- 
lutely necessary for the development of Indian hanks, the licensing 
authority will take suitable action. 

88. The majority’s suggestion to the Exchange Banks to adopt 
a scheme of probationers does not go far enough. I would refer 
to the practice in Italy, where foreign hanks can hardly appoint 
their own nationals managers of local offices. In Turkey, there 
Is a provision that half the superior officers of foreign banks should 
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be Turks. I might also refer to the International Conference on 
the Treatment of Foreigners, which contemplated that only one or 
two foreigners could be imported into any country as manager, 
etc., of foreign concerns. I think, therefore, that a suitable scheme 
on similar lines should be adopted by which a sufficient number 
of Indians may be appointed to the superior grades in these banka 
in a reasonable time. 

34. In regard to the distribution of insurance aS proposed in 
clause (7), I think, it is a matter of sufficient importance to be 
specifically provided for among the conditions of the license. In 
our discussion with the foreign experts it was brought out that 
in almost all countries one half of the insurance on foreign trade 
was done with national companies. There is no reason why the 
foreign banks should not allow Indian exporters to give policies of 
Indian companies. Where the banks themselves insure the busi- 
ness, I think it is but proper they should find it practicable to 
patronise Indian companies, as most of this business is for stored 
goods or inland business which a national government would 
reserve to local companies. I would, therefore, suggest that the 
proper allocation of insurance business between Indian and non- 
Indian companies should be settled by a meeting of representatives 
of the banks, and the associations of Indian insurance companies. 
But if they cannot come to an agreement, the Government will 
have to step in and arbitrate. 

34A. I have referred already to the loss to Indian banking 
arising out of the acquisition of the Allahabad Bank by outside 
interests. I think that, at least so far as the future is concerned, 
we should provide against such contingency. While public opinion 
could in most cases exert itself in time to present it, and it might 
plausibly be argued that this is a matter for the shareholders to 
decide, I am of opinion that the wider interests of the nation 
require that the controlling interest of Indian banks should not 
be allowed to pass to non-nationals. I may also mention that the 
public in India knew of the acquisition of the Allahabad Bank 
dv the P. & 0. Banking Corporation only after it was an accom- 
plished fact. So far as its re-acquisition is concerned, I discuss 
xt separately in paras. 40 and 41. 

34B. I have referred to the necessity to vest the licensing 
authority with power to cancel the license of a bank in certain 
cases. This is not intended to be an arbitrary power to curtail 
successful competition of individual banks or their liberty to 
transact the type of business, which they would handle. It is 
meant to be put in operation only when wider issues are involved. 
I have given examples to show when it may be considered that 
such action is called for. The foreign banks will have to work in 
co-operation with the Reserve Bank and in consonance with our 
national economic policy. Moreover, it will be the business of 
the licensing authority to see that the foreign banks do not give 
room for such complaints as are now made, e.g. 9 that they do not 
give Indian traders adequate facilities. It will, therefore, be 
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seen that the licensing system is proposed chiefly to ensure that 
the hanking institutions in India may work in a. spirit of goodwill 
and co-operation and be free from the bitterness and controversies 
now prevalent in the country, which, if allowed to continue, 
cannot but result in loss of business to the foreign banks. 

35. The majority are of opinion that some of the terms and 
conditions of the license suggested by me would amount to dis- 
crimination and that it would not be expedient to adopt such 
measures. I may point out that effective discrimination can be 
hidden even under a cloak of justice. It was endorsed by the 
International Conference on the treatment of foreigners that the 
foreign institutions in any country would have to abide by any 
new measures applicable under the same conditions to national 
companies. The Exchange Banks also admitted that they would 
be prepared to abide by any such common regulations. Supposing 
it was enacted that no bank in India should employ more than 
half its superior staff from foreigners, to provide against policies 
adopted by say, the Imperial Bank of India and the Bank of 
India, would not this hit the foreign banks without involving 
discrimination? Supposing that it was proposed that* five years 
after the starting of the Reserve Bank, it shall have power to 
declare, after due enquiry, that certain branches were unnecessary 
at certain towns and to call on the bank concerned to close the 
branches, would this not be effective discrimination? I am per- 
sonally against such underhand discrimination. If it is considered 
wrong that the foreign banks should conduct their operations in 
a particular way I think it is far better to have it understood 
and legislate against it in an open manner. 

36. The majority suggest that such legislation might evoke 
retaliatory measures against Indian banks and bankers in other 
countries and quote the case of Burma. I would point out that 
we are not suggesting any action against individual foreigners 
in India but against foreign banks. All banks in Burma are in 
the port towns and I do not think our restrictive action in India 
caij| justify their being driven out of the port towns in Burma. 
So far as the suggestion about Chettyars is concerned they are 
individuals and no restriction on their liberty could be justified on 
the basis of restrictions in India on banking corporations. But 
if Burma is separated and the Burmans feel that for the develop- 
ment of their own institutions Indian banks should be put under 
such restriction I would not object to it. 

37. The majority have suggested that any restrictions on the 
foreign banks should be on the basis of “ reciprocity This 
is a much misused term, due perhaps to a failure to recognise its 
true import. Reciprocity is defined in the Encyclopaedia Britan- 
nica (14th Edition) as “ The condition or state of being reciprocal, 
i.e., where there is give and take , mutual influence or correspondence 
between the two parties, persons or things. In a more particular 
sense reciprocity is a special arrangement between two nations 
under whicK the citizens of each obtain advantages or privileges 



504 


in their trading relations with the other Judged by this defini- 
tion, there can be no real reciprocity between India and any of 
the other advanced nations. As in our banking organisation, so 
in all spheres of activity we are behind all the others. “ Reei- 
procity ’ in our case, therefore, can only mean giving away to 
others the unrestricted right of exploitation without any com- 
pensating advantage being received by our country. Reciprocity 
means “ give and take ”, but for us there can be no “ give and 
take”, for while we are in a position to “give ” as freely as we 
like for even do not like), we are so heavily handicapped in regard 
to taking care of ourselves in our own country, that we have not 
the power or capacity to “ take ” anything from others. Reci- 
procity means “ mutual influence ” but while others can and do 
influence us very much to our disadvantage, we are unable to 
influence matters in our own favour even in our own country, 
much less can we hope to exert influence elsewhere. Reciprocity 
means “ correspondence ” between the two parties but there is 
absolutely no correspondence between us and the other nations who 
lay claim to reciprocity here. Reciprocity is a special arrangement 
between tjro nations for the granting of advantageous trade rela- 
tions to each other. But it is impossible to vsee what advantages 
can accrue to any Indian bank in foreign countries in return for 
foreign banks being allowed uncontrolled domination in India. We 
are giving to these banks the real privilege of doing business in 
India, both at the ports and in the interior, and to transact any 
and every form of hanking business, resulting in a profit to them 
of more than one crore per annum, yet we are supposed by reci- 
procity to have the same rights in England and other countries. 
What are the possibilities of any Indian bank entering a foreign 
country and competing in its inland business. When they are 
unable to compete in India even with the smallest foreign bank, 
what are their chances of competing with the “ Big five ” in 
England, the huge banking trusts in America, the “ D ” Banks 
in Germany or the great French banks? 

38. It is to my mind very clear that there is no chance of*hny 
reciprocity between us and others at present. When we are 
musters in our house, when we have a chain of banks, some 
of which at least may compare witli the bigger institutions of other 
countries, when our citizens occupy as important a place in other 
countries as foreigners do in India, then and only then can we 
seriously consider the terms of reciprocal relations. The foreign 
banks have already established themselves here and they may say 
“ you may also come and establish yourself in our country ”. 
Such an offer of reciprocity in the existing unequal conditions 
can be nothing but mockery. 

39, According to the ierms of the license proposed by me, 
foreign banks may continue to receive denosits in India. The 
majority have come to the conclusion that legislative measure for 
restricting the receipt of deposits by exchange banks are not 
immediately called for. While not agreeing with the arguments 
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adduced in this regard I do not dissent from their conclusion as 
1 hope that conditions necessitating such a drastic course of action 
will not arise. 

40. I now come to the complicated problem of the Allahabad 
Bank. It appears that not very long ago, there were three Indian 
Directors out of seven on that bank but by the continuous pur- 
chase of the Indian holdings there is now only one Indian Director 
and the entire management has passed into foreign hands. As 
most of the shares are held by the P. & 0. Banking Corporation, 
over which the Chartered Bank has acquired the controlling 
interest, the Allahabad Bank is in effect a foreign bank. Unless 
its management is again transferred from foreign control to 
Indian hands, the frictions regarding operations of foreign banks 
would become ineffective as they could utilise the Allahabad 
Bank for extending into the interior of the country. The 
Chartered Bank or the P. & 0. Banking Corporation should, 
therefore, be persuaded to arrange within a period of five years 
to dispose of its shares to the Indian public. This may be 
done in one of two ways. Either the shares may he sold off in 
small lots in the market or a new company may be formed to 
take over the assets and liabilities of the bank. In the former 
case there is bound to be undue fluctuations in the value of the 
shares according as it is the Bank that has to sell or it is the 
public that has to buy. If a new company is promoted, it could 
have a proper valuation made of the shares to he disposed of. 
For example on the basis of the balance sheet as of Tune 19T0, 
the value of the concern would be about Its. 90 lakhs, which 
corresponds very nearly to the share quotation of the bank. It 
is necessary that the Government should take the initiative in 
creating the new company and in negotiating for the acquisition 
of the hank. The foreign holdings in it were acquired by 
purchase at a market value and what is proposed is to reverse 
the action and let the shares go hack to Indians. The majority 
claim that this would be an act. of expropriation, but I think that 
there is nothing inherently wrong in acquiring such an institution 
in the national interest so long as proper consideration is paid 
to the parties concerned. 

41. I have not overlooked the recommendation in para. (>89 
of the Majority Report that every existing Indian hank should 
have a majority of Indian directors. So long as the controlling 
interest in the shareholding remains in foreign hands the carry- 
ing out of this recommendation would only be in the letter and 
not in the spirit. 

42. I have so far made an endeavour to consider the methods by 
which it should be possible to regulate the monopoly power of the 
foreign hanks in the interest of Indian trade and banking. Such 
regulation as I have proposed in the preceding paragraphs would 
undoubtedly remove some handicaps which now retard the develop- 
ment of our participation in foreign trade as well as our internal 
banking. But these would not furnish a complete solution of our 
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problem for, as the majority have correctly stated in paragraph 
481, “ it is not desirable that India should rely for all time on 
the facilities afforded by non-Indian Institutions for the financing 
of her foreign trade The majority have, therefore, proposed 
the establishment of an Indian Exclmrge Bank, but the manner 
of their recommendations in favour of such an institution makes 
it impossible for me to agree with them. While favouring the 
establishment of a separate Indian institution later on, they would 
first like to try the experiment of “ inducing ” the Imperial Bank 
(i to take an active share ” in the business. I cannot accept as 
sound the proposal to make the Imperial Bank, the official Indian 
Exchange Bank, with all the privileges and status that the latter 
is proposed to be endowed with. Of course no one can have any 
objection to the Imperial Bank taking to exchange business, after 
the Reserve Bank is established, but if it so decides, it should do it 
on its own initiative and responsibility, and no special concession 
need be mode to the bank for this purpose. But I cannot contem- 
plate the transformation of the Imperial Bank into the Indian 
Exchange Bank for the reasons stated below: — 

(1) I think that the argument which weighed with the Hilton 

Young Commission when they opposed the proposal of 
converting the Imperial Bank of India into the full- 
fledged Central Bank of the country holds as good in 
this connection. The experience and the resources of 
the Imperial Bank of India, should, in my opinion, be 
utilised for the expansion of banking facilities within 
the country and it is not desirable that part of this 
should be diverted towards the business of financing 
foreign trade especially when its existing resources are 
most likely to be considerably reduced on account of 
the withdrawal of deposits by Governments, public- 
bodies and Clearing Houses. 

(2) The shares of the Imperial Bank are held, to the extent 

of more than half by non-Indians, as it is shown in the 
supplementary answers by Mr. MacDonald. Thus even 
if the Bank agrees to the condition suggested bv the 
majority as to the 75 per cent, of the Directors on the 
Local Boards and a majority of those on the Central 
Board being Indian, there would still remain the objec- 
tion that the major portion of the profits would pass 
into the hands of non-Indians. I do not see now the 
majority can reconcile their “ definite conclusion ”, 
“ that, it is not desirable that India should relv for all 
time on the facilities afforded by non-Indian institutions 
for the financing of her foreign trade ” (para. 481) with 
the proposal of making the Imperial Bank, having a 
majority of non-Indian shareholders, the official Indian 
Exchange Bank. 

(3) The responsible positions in the Imperial Bank of India 

are filled by Europeans and even if the majority’s re- 
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commendation is adopted regarding stopping of further 
recruitment of non-Indians, I think it will be a long 
time before Indians come to occupy such responsible 
positions, particularly in the Presidency and other port 
towns, where the exchange business is handled. The 
attitude of the bank during all this time may be no more 
sympathetic than that of the foreign exchange banks. 

(4) If the Imperial Bank should be given the sole agency of 

Government business, as proposed by the majority and 
endowed with the status and special facilities proposed 
for the official Indian Exchange Bank, it will be im- 
possible for any Indian bank to compete with it to any 
extent. It might even be reasonable to fear that the 
banking business in India may become the monopoly 
of the Imperial Bank. 

(5) I am not quite sure whether the Imperial Bank will 

agree to enter the exchange field under the conditions 
proposed by the majority, especially because it would 
involve it in effective competition with the foreign 
banks. The whole scheme therefore might prove 
illusory. 

43. For these reasons I do not think that we would be justified 
in wasting any time in negotiating with the Imperial Bank. The 
Indian Exchange Bank should be started as soon as possible and 
for several reasons it will be better to start it immediately after the 
establishment of (he Reserve Bank. In the first place, when the 
Reserve Bank is started, the Indian Banks will feel more confident 
about investing some part of their lesources in the shares of the 
Indian Exchange Bank. Secondly, the Bank’s operations would 
require the use of the suggested facilities from the Reserve Bank. 
Thirdly, the Bank’s status in foreign countries will be greater, if it 
is known that it is working in co-operation with the Reserve Bank 
and is its official agent. 

43A. I have explained why I do not agree with the majority 
recommendation to make the Imperial Bank the official Indian 
Exchange Bank. Apart from this aspect of the problem, there is 
the more fundamental one as to whether the Bank, as at present 
managed, can be allowed to continue to enjoy the privileges and 
status of sole and even Chief Agent of the Government or of the 
Reserve Bank, with or without a charter. In view of the import- 
ance of the question from the national point of view, I append, as 
Annexure B, a note on this subject. 

44. So far as the scheme of the Bank is concerned, I am unable 
to agree with the one proposed by the majority or with that of a 
purely state exchange bank proposed by others. The latter idea 
does not appeal to me, as I am anxious to make it possible for the 
Indian Joint Stock Banks, which do not at present take any part 
in the business of financing foreign trade, to enter the field. Their 
aspirations to deal in foreign exchange must be recognised and they 
should be given a chance to undertake the business of financing 
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India's foreign trade. Yet it can hardly be denied that with their 
present resources, any attempt on their part to do this business in 
the near future, will not only jeopardise their inland business but 
will also introduce an element of unhealthy competition among, 
themselves in a field in which they have at present no experience. 
The sporadic expansion of their activities involving waste of capital 
and misdirection and frittering away of national economic energy 
can, however, be avoided if instead of entering the exchange field 
unaided and isolated they combine to create a new bank, on which 
would be conferred some special privileges both by the Government 
and Reserve Bank as proposed by the majority in paras. 486-481 
and which would further be able to utilise for its business the 
services of a specialised expert staff not easily available to any 
single banking institution. 

45. Much of the progress of the British and non-British exchange 
banks is due to their close co-operation with mercantile houses of 
their own nationality and the success of the Indian Exchange Bank 
will be ensured by similar eo-operation with the Indian mercantile 
houses and individual merchants. This aspect of the matter can- 
not be too strongly emphasised and it is my firm conviction that 
unless Indian merchants and traders make genuine efforts to streng- 
then the hands of the Bank, the progress of the Bank cannot be as 
healthy and rapid as we would wish. The Indian Exchange Bank 
will thus be both an opportunity and a test. It is for this reason 
that I recommend that shares should be kept open for subscription, 
by the Indian commercial community. 

46. I have prepared a scheme for the Indian Exchange Bank 
based on these principles and it is appended to this note. 
(Annexure A.) 

4T. The meagre participation of Indians in our foreign trade 
make me ponder over the part played by Governments in the pro- 
motion of foreign trade. In other countries Governments take a 
very active part in providing facilities to merchants engaged in 
foreign trade. These facilities may be in the form of services 
of Trade Commissioners and Consular Officers or may be financial 
aid through bounties and exemptions. They may also assume the 
form of cheaper credit for foreign trade than for domestic trade. 

48. The most important of these are, however, the various 
Export Credit Schemes. In England, for instance, though private 
organizations, such as the British Trade Indemnity Company have 
been working for a long time and performing useful service in 
protecting exporters and bankers against possible loss due to tbe 
failure of foreign importers in meeting their liabilities, the British 
Government have nevertheless considered it necessary to come for- 
ward and initiate a number of Export Credit Schemes themselves. 
Their main object in this respect has been to help exporters in 
financing their shipments to those countries bills on which are noi. 
considered safe by the banks, and to enable the former to accept 
orders from importers in these countries. After trying two or threec 
schemes, the Government adopted in November 1928 the new con- 
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the Export Credits Guarantee Department, a scheme of Govern- 
ment guarantee was inaugurated insuring the bank against risks of 
failures of the foreign importer. The total amount of guarantee 
.approved under this scheme in December 1928 was £ 4,532,000. 

49. In Germany again, though there are two private companies 
providing export credit insurance, the participation of the Govern- 
ment also deserves special mention. For, besides helping these 
companies with funds, they also re-insure the whole of what is 
called catastrophic risk and a portion of the normal export credit 
risk. 

50. In France, the Government started the French National 
Bank for Foreign Trade for enabling exporters obtain advances 
against their shipments by drawing bills on the bank to be dis- 
counted in the open market. This bank has a special annual sub- 
sidy and a loan without interest from the Government so that it 
might stimulate the export trade of the country, 

51. In Japan special schemes have always been in operation to 
stimulate exports and this has been managed through the special 
credit facilities enjoyed by the Japanese Exchange Banks with the 
Bank of Japan in connection with their purchases of export bills. 
This has resulted in practical exclusion of foreign banks from 
export trade though imports into Japan are mostly handled by the 
foreign banks. 

52. A scheme of stimulating Indian participation in our foreign 
trade and modelled on the lines of the British and French schemes 
cannot but be a great success. The Government should create an 
Export Credits Board which should guarantee the hills of Indian 
exporters after taking suitable security. These hills would then 
•be eagerly sought after by the exchange hanks instead of being 
-taken for collection as now. In this way, the funds of the Indian 
•exporter would come back to him as soon as his export is made, 
instead of his having to wait about five months. There should then 
result a considerable increase in Indian participation in foreign 
trade which is so urgently and essentially necessary. 

53. I cannot agree with the majority regarding the feasibility 
or advisability of the “ joint ” banks. These joint banks are con- 
templated in two forms. In the first form, equal amounts would be 
subscribed by India in rupees and a particular foreign country in 
its own currency and the control and establishment would be under 
joint supervision and the division of profits equal. In the second 
form there would he an interchange of shares between Indian and 
foreign hanks and each party acquiring an equal interest in the 
other, and the two institutions would work together as one concern 
for the interests of both, 

54. With regard to the first suggestion it must be remembered 
that the foreign countries have their own banks in India and unless 
some form of compulsion is brought in they would not agree to the 
formation of the new companies which would not bring any addi- 
tional advantage to them and in fact w'ould practically mean their 
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exclusion from India. Moreover such a bank will require a good 
proportion of rupee capital if it is to command any confidence witJi 
the public and at least two crores will be required from Indians for 
each such bank. For only five such banks we will require at least 
ten crores of rupees and it is extremely improbable that such an 
amount will come forward for the proposed scheme. 

55. With regard to the second suggestion there are even greater 
difficulties. When it is remembered that any one of the foreign 
hanks could buy up the Indian bank, the scheme will be easily 
admitted to be impracticable. Taking the instance of even the 
biggest Indian bank, viz. 9 the Imperial Bank, its share capital is 
only Rs. 5*62 crores, while that of the Deutsche Bank Und Dis- 
contogesselschaft is about, 20 crores and of the National Provincial 
Bank 12 crores. An interchange of capital in such circumstances 
will result in an unduly high foreign holding in the Imperial Bank 
without any proportionate compensation. Or alternatively, the Im- 
perial Bank will have to invest a far greater amount in the foreign 
bank than it can afford, if it is to acquire an equal interest in it. 
It need not be pointed out that the proposition is far more imprac- 
ticable in the case of other Indian banks. It seems to be very 
unwise, in our present circumstances, to lose our control over the 
few purely Indian banks by adopting such a proposal. 

56. Further, if ten crores of capital can be raised as required by 
the first scheme, it is a sounder proposition to use the money to 
create an Indian Exchange Bank. The foreign domination result- 
ing from the second scheme can be avoided only by increasing the 
capital of existing banks, which would have the harmful effect of 
over-capitalisation and much lower profits. Moreover, this addi- 
tional capital could, as in the! ether case, be more profitably 
employed in starting an Indian Exchange Bank. 
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ANNEXURE A. 

Scheme for an Indian Exchange Bank. 

(Vide para. 46 on page 568.) 

Capital . — The initial capital of the proposed Indian Exchange Bank will 
depend on the volume of business it will handle. Assuming the Indian share 
of foreign trade at 15 per cent, there will be about 40 crores of exports and 
40 crores of imports to be handled. It has been estimated by a writer in 
the Indian Finance (23rd November 1929) that the amount which all the 
Indian branches of the Exchange Banks are required to provide out of their 
own resources in order to financo the total export business is about 65 crores 
and the foreign offices supply funds to the extent of 15 crores, making a 
total of 80 crores. For handling 15 per cent, of this business and for making 
advances in port towns to exporters and importers, the bank will require 15 
crores of resources. The requisite share capital may therefore be put down 
at three crores. This amount need not be called up all at once hut may b© 
subscribed in two or three years. The capital of the bank may be increased 
as and when required, particularly when the establishment of more foreign 
branches is contemplated. The subscription to the shares should, in the 
first instance, be thrown open to the joint-stock banks and the general public 
and, if not fully subscribed within a prescribed time, and any portion un- 
allotted should be taken up by the Government, who may dispose of them 
later on to the public. It is necessary to provide that no non-national 
banks or individuals will be allowed to take up shares of the bank and this 
restriction will naturally apply to any transfers of shares also. 

It may be necessary that the Government should guarantee a minimum 
dividend or say 5 per cent, for the first ten years. The guarantee of a 
minimum dividend is required to facilitate the participation of the banks 
in the share capital of the Exchange Bank. It would enable the subscribing 
banks to earn the normal return on their respective holdings of shares and 
so maintain their own balance-sheet position. I have the authority of an 
experienced and reputable exchange banker to the effect that under a 

strictly conservative management, the Government would not stand to lose 
on the whole by this guarantee. If, however, the Government have to 
make any payments on account of this guarantee, provision should he made 
to repay these amounts out of future profits above the guaranteed rate. 

Provision may also be made for the Government to receive a share in the 
profits above a certain rate of dividend so long as they continue their 

guarantee or other financial assistance. 

Clientele . — At first the bank may have to rely mostly on export business 
of clients as the selling of the export bills is usually the only transaction 
that the exporter is free to conduct as he likes. Import bills are presented 
through the agent banks in India of the banks which originally paid for 
them in the foreign country and until Indian importers are able to insist 
that the bills shall be sent to and bo presented by the Indian Exchange 
Bank, this business in sufficient volume will not be available. When the 
bank opens a London or other foreign branch, during the first few years it 
may have to count chiefly on the handful of Indians in that place, hut the 

main advantage of these branches would be to buy import bills on India 

which would considerably increase the margin of profit. Hence, even if the 
branches themselves do not pay for their expenses, it may be found that 
they contribute indirectly to the profits of the institution and in increasing 
the clientele in India. 

With the increased facilities that Indians u ill receive from the bank and 
the advantage of its helpful advice, Indian participation in foreign trade is 
bound to grow and this will increase its clientele both as regards number 
and volume of business. 
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Functions . — The Indian Exchange Bank will have branches only in the 
port towns in India and will finance the operations of exporting and import- 
ing firms in these ports but it will not compete in inland business. If it 
requires representation in the interior, it will utilize the services of local 
institutions in the same manner as is proposed in the case of the other 
•exchange banks. 

In order to avoid competition with the Indian banks in the matter of 
.attracting deposits, it should be provided that the bank will not accept 
deposits except from its own clients engaged in foreign trade. 

Resources . — It has been pointed out that the total resources required for 
the bank will be 15 crores. Three crores will be share capital and about 
.two crores of deposits may be expected. The balance of about ten crores 
will have to be supplied in a special way until the bank is able to establish 
itself properly. The Reserve Bank should therefore be authorized to lend, 
at a concessional rate, up to ten crores to the Indian Exchange Bank. The 
whole of this amount will not be required in the beginning, but the limit 
should be established from the start. As the bank’s business increases, it 
will be increasing its own resources by way of deposits but this special 
loan may be called for during a considerable period. 

Agency business in London . — The Reserve Bank will naturally have to 
arrange lor the service of the Public Debt and for payments on account ol 
.the Secretary of State. Instead of opening a London Branch for this pur- 
pose it can help the Indian Exchange Bank to maintain its London Office 
without loss by making it its agent and paying it a service charge. This 
privilege is enjoyed by semi-national banks everywhere. As instances may 
be quoted the Commonwealth Bank of Australia, the Yokohama Specie Bank 
and the Bank of Montreal. If the London branch is unable to meet its 
expenses, the Government should pay a bounty during the first five years to 
make up the deficiency. Such bounties have been given in France for the 
National Bank for foreign trade and in England to the Agricultural 
Mortgage Corporation. 

The Government may in this respect specify certain conditions to be 
satisfied by the bank. 

London resources . — The Bank will have to keep a good portion of its own 
funds, between two and five crores, in London either in sterling securities 
or with the banks. If the Reserve Bank will lend some of its floating 
London balances instead of investing in sterling bills, this will enable the 
bank to do without resort to the London market. 

Remittance business of the Government . — The Government’s remittance 
business will be carried on through the Reserve Bank which will judge of 
the time and manner of such remittances, if it decides to adopt the system 
of tenders, the Indian Exchange Bank should receive preference in allotment, 
.provided it can be done without loss to the taxpayer. If that bank and 
other banks have tendered at the same rate, the Indian Exchange Bank 
should, subject to the discretion of the Reserve Bank, receive full allotment 
and the other banks should receive pro rata distributions. Thus the banks 
will be furnished with a dependable demand for its sterling balances. If 
the remittance is arranged for by negotiation, the Reserve Bank having 
derided on the rate at which it will buy sterling should buy from the Indian 
Exchange Bank the amount it is prepared to sell at that rate and buy the 
.balance only from the other banks. 

It is not unlikely that the foreign banks may combine to defeat the 
scheme of the bank and for this purpose may quote uneconomic rates so as 
to prevent the Indian bank receiving any allotment. For this reason the 
Reserve Bank should be authorzied in such special cases to buy from the 
Indian Bank at such rates as it considers are justified by market conditions, 
but it may penalize the banks which tendered the uneconomic rates by 
allotting the balance to them. 

In view of these privileges, the Indian Exchange Bank should undertake 
to place at the disposal of the Reserve Bank any surplus foreign resources 
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which it may have at any time and which the Reserve Bank may require for 
the purpose of strengthening its international position. In such a case the 
Indian Exchange Bank will be entitled to receive payment for the same at 
a rate which to take the case of sterling may be better by the equivalent 
of l/32d. than the average rate at which the Reserve Bank’s purchase of 
foreign currencies were made in the preceding week. 

Other foreign blanches . — The opening of other foreign branches by the 
bank will depend on the business it has at those centres. At first it will, 
of course, establish connections through agents and correspondents, but later 
on it may find it useful to have branches in New York, Berlin, etc. As 
already stated, these branches may not be paying in the absolute sense, 
but their value would lie in increasing business, better profits in India, and 
enhanced international status. 

Access to the London Market . — The Bank will have its own London 
resources as stated above. But as regards access to the London Market, it 
will be no worse off than other non-Britisli bunks handling our foreign trade. 
As regards export bills on London, if the acceptor is a British subject, the 
Indian bank can discount them at the same rate as other banks as the 
Discount Houses can put their own signatures as the second on^. If accepted 
by non- Britishers, the Indian bank will have to pay a higher discount rate 
or hold them in portfolio like other banks. As regards House Paper, British 
Houses will not approach it and until Indian business houses have London 
offices, this problem will not arise. 

Management . — The Board of Directors of the Bank will be appointed in 
the same manner as in the case of ordinary joint stock banks. But in view 
of their participation in the share capital of the Bank as well as for the 
proposed guarantee on shares, the Government should have the right to 
nominate at least two directors to keep watch over and safeguard their 
interests. For the same purpose the appointment of the Chief Executive 
Officers of the Bank as well as his Deputy should be subject to the confirma- 
tion of the Government. Owing to the facilities proposed to be given to 
the Exchange Bank by the Reserve Bank of India, the latter should also 
have the right to keep itself apprised of the state of affairs of the Bank and 
call for such information as it may consider necessary. 

Dint rib ut ion of profits . — Owing to the financial assistance rendered by 
the Government to the Bank, which will be essentially a commercial bank 
owned by shareholders, the profits earned by the bank in excess of 8 per 
cent, will be apportioned between the Government and the shareholder* on 
the basis of such proportions as may be approved by the former. 
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ANNEXURE B. 


Imperial Bank of India. 

( Vide para. 43- A on page 567.) 

The Imperial Bank of India has come to occupy a very important place 
in the banking structure of the country, through its long association with 
the Government for about a century. It has now total deposits of nearly 
eighty erores which is just over one-third of the total deposits of all banks 
in India. It enjoys a prestige and status which it has consolidated during 
all these years, and which has considerably helped it in its competition with 
Indian joint stock banks. 

2. It now enjoys most of the privileges and is entrusted with some of 
the responsibilities of a Central Bank, and indeed it seemed possible at one 
time that it might become a full-fledged Central Bank. But now that a 
separate Reserve Bank is going to be established in the near future, it would 
bo useful to discuss the position of the Imperial Bank, pending the creation 
of the Reserve Bank and after. For, as the latter will have only a limited 
number of branches, it will have to transact its Government business at 
other centres through agents. 

.3. The majority have suggested in para. 529 that though the Reserve 
Bunk will have full discretion in choosing its agents, it is likely of its own 
accord to choose the Imperial Bank as its chief if not the sole agent on account 
of its having numerous branches all over the country. I would point out 
that the number of branches will not be the only or even principal deciding 
factor, but the Reserve Bank should be guided in its choice by the advan- 
tages to the public of its arrangements, by the requirements o£ n national 
banking policy and by the suitability of the terms and conditions under 
which the agency can be arranged. Consequently I do not see why the 
majority should fetter the choice of the Reserve Bank by thus forestalling 
it. 

4. As regards the advisability of such a choice I am unable to agree to 
the granting of any special privilege and status to the Imperial Bank of 
India so long as it maintains its existing characteristics both in respect of 
its share participation as well as its working policy. The majority pro- 
posals envisage a position for the Imperial Bank which is only bestowed on 
truly national banks in other countries. I am at a loss to understand how 
the Imperial Bank could legitimately ho held to correspond to a national 
bank while it lacks the element of national control in regard both to its 
shareholding and to its management. 

5. It is no doubt true that the Imperial Bank occupies a strong position 
in the country. It has nearly 170 branches, but it is more to the point io 
realise that at present the majority of its shares are held by non-Indians 
(284 lakhs being held by non-Indians as against 278 lakhs held by Indians). 
It would, to my mind, be an anomaly to regard such an institution as 
national, so long as this non-national predominance is allowed to prevail, and 
I cannot see how effective national control can be obtained unless steps 
are taken to establish and maintain a substantial majority of shares in the 
hands of nationals. Otherwise, the position of the Imperial Bank would 
not be different in this respect from that of foreign banks in India, who 
have acquired considerable status in the country. When, therefore, the 
majority propose to allow the Imperial Bank to develop further in its 
entrenched position it becomes imperative to lay down .some specific condi- 
tions so as to establish it on the footing of a true national institution. 

6. Apart from the question of shareholding, there are other considera- 
tions, which require to be taken into accqunt. It is no doubt true that with 
the majority of shares in Indian hands, the policy of the bank would tend 
to be nationalistic, but it is necessary also that the staff should be 
increasingly Indian for otherwise it would be difficult for any national 
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policy adopted by the shareholders to be implemented with any sincerity of 
enthusiasm. I maintain that the question of personnel is second in impor- 
tance only to the question of shareholding, for, in any case, a predominant 
element of non-Tndians in the higher personnel tends to work to the advan- 
tage of non-Indians and disadvantage of Indians. Non-Indians are likely 
to be given preference, in many indirect and subtle ways, over Indians. 
The question of staff is, therefore, of such importance that it cannot be 
left as a matter of internal concern to the bank, and at the entire discretion 
of the directorate alone if the Bank is to enjov any special privileges. No 
doubt a majority of Indian shareholders would accelerate the process of 
Tndinnisation, but until and unless the maioritv is established, the question 
lias a wider national significance demanding Government intervention to 
ensure that a policy of effective Indianisation is carried on as rapidly as is 
compatible with efficiency. The majority are apparently satisfied with the 
Indianisation policy of the Bank as explained by Mr. MacDonald and do not 
consider that the privileges of free Government balances and Treasury work 
justify the enforcement of “ further Indianisation ” particularly as in 
connection with the former work the Bank is incurring large expenditure. 
There are three points which I would bring out in this connection: — 

The first is that where the Bank employs special staff for the Treasury 
work, the Government could well insist that they shall be composed almost 
wholly of Indians. Secondly I am not convinced that the Bank spends as 
much on this work as it gets out of it. With a free average balance of ten 
crores, I think the work involved, considering its total expenses, would be 
more than the profits derived by lending the funds. Thirdly T am not 
satisfied with the Indianisation policy of the Bank. Accordingly to the 
figures furnished to us, ten years of working of the scheme have not produced 
the desirable result. There are now only 43 Indian staff officers against 80 
Europeans and I understand that the number of Indians is not more now 
than it was in 1925. Moreover there are ns many as 197 Indian proba- 
tioners, who have completed their training awaiting promotion to the higher 
grade. During the year 1925 the Bank appointed 32 Europeans to the 
higher grade and only 14 Indians. Since then 23 Europeans have been 
appointed as against 17 Indians. I am led to believe therefore that the 
policy of Indianisation will be effective only if further non-Indian recruit- 
ment is stopped from now onwards particularly as even then, it will take 
many years before an Indian would occupy a responsible administrative post 
in the bank. To this condition the majority are also agreeable but only in 
case the Imperial Bank is made the official Indian Exchange Bank. I do 
not see why the Indianisation policy should be dependent on this factor. 
The privileges at present enjoyed by the bank are just as valuable as those 
it will have as the Indian Exchange Bank and if the restriction is justified 
in the latter case, it can as well be imposed in the former. 

7. Turning then from the internal aspect to the outer aspect of the 
Bank’s policy, the charge of partiality towards non-Indians is substantiated 
in many ways, and undoubtedly is due as much to the predominance of the 
non-Indian element in the staff as to the composition of its directorate. 
Complaints have been made by many witnesses that the European clientele 
of the bank get a more favourable treatment at its hands than the Indian 
clientele and the following items taken from the statement submitted by 
Mr. MacDonald regarding the deposits and the advances and the loan policy 
of the bank, support the contention: — 

Deposits. Advances. 

Lakhs. Lakhs. 

Non-Tndians — 

Current Accounts . . 5,64 Non-Indians .... 11,70 

Fixed deposits . . . 2,64 


Total 


8,28 
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fndians — 

Current Accounts . . 17,32 Indians 

Fixed deposits . . . 21,49 


Total . 38,81 


. 30,38 


Thus it will be seen that while non-Indians have been getting more advances 
than their deposits, advances to Indians are far short of their own deposits. 
The privileges of free Government balances cannot justifiably be granted to 
a Bank whose attitude towards the clients, Indian and European, is shown 
to be so strongly contrasted. In my opinion, the situation demands the 
making of certain provisions whereby it should be possible to withdraw the 
privileges whenever the Reserve Bank has been satisfied that the Imperial 
Bank pursues a policy of discrimination against Indian clients. 

8. Jn regard to the Imperial Bank’s treatment of Indian insurance 
companies, it was stated by the Managing Governor that they had adopted a 
plan of freely accepting from their clients the policies of certain approved 
Indian companies. But regarding its own insurance, which would be far 
more than its clients’ business, he said that it insured only with foreign 
companies with whom it had a long connection. Asked whether he would 
not like to consider the desirability of distributing some of this business to 
Indian companies, be put forward the preposterous plea that it would be 
inadvisable to disturb the existing arrangements. This is illustrative of the 
attitude of the officials of the Bank and their attitude to Indian industries 
and institutions. I think it is necessary that a Bank enjoying special privi- 
leges from the Government should as a matter of policy prefer Indian insti- 
tutions to foreign ones. 

9. Like some other institution under Government control the Imperial 
Bank is a member of the European Chambers of Commerce and has not 
cared, so far as T am aware, to seek membership of any Indian Chamber. I 
consider it very undesirable that a bank so intimately associated with the 
Government should identify itself so closely with foreign interests. The 
undesirable result of such close association w r as clearly perceived from the 
fact that the evidence of the Bank’s representative before the Committee 
followed rather too closely that of the European Chambers of Commerce and 
the Exchango Banks. Indeed one might very well expect an attitude of 
close co-operation with Indian interests in a Bank seeking special status. 

10. Tn view of the facts mentioned above, T think it is not desirable to 
grant the Imperial Bank a charter under existing conditions. I would, 
however, be prepared to support it if some conditions were imposed on the 
Bank in return for the bestowal of privileges. In that case, the charter 
should allow an opportunity of Indianising the institution, and I give below 
some of the more important conditions that should be imposed on a quasi- 
national hank of the kind contemplated in the Imperial Bank of the 
future : — 

(1) It shall have a 60 per cent, majority of Indians on the Central 

Board and 75 per cent, on the Local Boards, nominations to he 
made by the Government to make up any deficiency in the 
shareholders’ election. 

(2) The Imperial Bank shall not hereafter recruit any non-Tndian 

except with the special sanction of the Finance Member. 

(3) It shall not transact business with foreign insurance companies, 

nor act as agents for them, when suitable Indian insurance 
companies are available for the purpose. 

(4) There will he no transfer of shares to non-Indians until their hold- 

ings become less than 33 per cent, and then only to such extent 
that subsequent transfer will not increase the non-Tndian holding 
above this proportion. 
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(5) That it shall not compete with Indian joint stock banks by intro- 
ducing an uneconomic rate of interest or by opening new 
branches in centres already served by them. 

(G) It shall not identify itself with any particular section of foreign 
or Indian businessmen. 

31. Even if no charter is granted I must emphasise that these stipulations 
•are necessary if the Imperial Bank is given the sole or even chief agency of 
the Reserve Bank for its Government work. If, however, the Reserve Bank 
should not choose the Imperial Bank as its sole or even chief agent, the 
latter must be content to occupy a position like that of other joint stock banks 
in India and will have to abide by the provisions of the banking law as 
regards such matters as shares and management. The Reserve Bank may 
also, in pursuit of a national banking policy, choose other Indian banks as 
its agents even in places where the Imperial Bank has branches. It will 
then find a vast amount of difference between its present status and its 
future one. 

12. There is one other important aspect of the working of the Imperial 
Bank which from the point of view of the Indian joint stock banks is of 
groat significance, namely the Imperial Bank’s competition with them. It 
is contended that the Bank attracts deposits at a cheaper rate on account of 
the prestige of Government association and lends the money cheaply. This 
is claimed to be an advantage to the public. No doubt it would be so if the 
bank were actuated by this motive alone. It might be argued on the other 
hand that this has jeopardised the interests of Indian banks, entailing loss 
of business to them, and also confining them to comparatively more risky 
business. The contention of cheaper rates is belied by the fact that in 
places where there are no branches of other banks, or where other banks 
have been ousted, the Imperial Bank has generally imposed high rates. 
When his attention was called to such facts the Managing Governor defended 
himself by saying that the rate in certain localities might be higher than 
in others as the public interest was not the Bank’s sole motive in fixing the 
rates for lending or depositing and that it had its profits to look after. 

I am of opinion that this unequal competition is unhealthy and 
undesirable, particularly when it is remembered that out of the 100 branches 
opened under the Act, no less than 50 were opened at places where other 
banks were already established. 

13. I am, therefore, of opinion that the Reserve Bank should give due 
consideration to this aspect when it exercises its discretion in permitting the 
opening of new T branches by the Imperial Bank. I would also suggest to the 
latter that it should seriously consider an attitude of non-competition with 
Indian banks. It may go one step further and decide to close those of its 
branches which are not working at a profit, provided the public in theso 
centres have other Indian banks to whom they could resort. 

14. In the interim period, it will be well for the Bank to consider 
seriously the unwisdom of pursuing the lines of policy which I have referred 
to, and to which Indian opinion could justly point as reasons for discon- 
tinuing the existing Government patronage. If it will adopt from now on 
a new outlook as suggested by tho conditions proposed by me for the 
charter, it would be acting in its own true interests. To the extent to which 
it changes its policy on these fundamental matters it may reasonably expect 
the support of India public opinion which would otherwise be reluctantly 
forced to disfavour the continuance of the privileges, which have fostered 
the growth of the premier Indian Bank. 

Conclusion, 

The comprehensive character of the development of Indian banking 
envisaged by us, comprising schemes of rural, industrial, commercial and 
foreign trade finance, easily tends to show that however desirable or iheori- 
tically sound these propositions may be, the translation of the schemes into 
practical action will depend absolutely on the availability of resources for 
these projects. This would be the crucial test to demonstrate that our pro- 
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posals have been prompted by considerations of actualities. I have carefully 
considered this essential aspect of our enquiry and have come to the con- 
clusion that our recommendations including those contained in my separate 
minutes do not involve any proposition that might be regarded as either 
utopian or too ambitious for immediate action. I have constantly borne 
in mind these practical considerations when according my support to the 
proposals of the majority as well as in framing my separate report. 

2. The adoption of our schemes will call for a considerable augmentation 
of our resources for the purposes of both short and long term finance. The 
former will be required in connection with the reorganisation of the credit 
facilities for agriculture, trade, industry and commerce. This demand will 
be met to a considerable extent by the increased fluidity of funds secured by 
the general banking development of the country and the close co-operation of 
the different agencies in our internal money market. Considerable facilities for 
the increased requirements of short term accommodation would also be 
available from the Reserve Bank, which, if started with a margin of gold 
assets of 10 per cent, as suggested by the Hilton Young Commission, will 
enable to meet increased trade demands by new issues of currency up to 50 
crores under normal conditions. Even on the existing strength of the cur- 
rency reserves, as shown by Hr. Trip, it will be possible to issue additional 
currency to the extent of Rs. 25 crores. ( Vide Hr. Trip’s Note on Money 
Market in India.) 

3. Long term finance will be required for the share capital and debentures 
of the Industrial Corporations, Land Mortgago Banks and the shares of the 
Reserve Bank and the Indian Exchange Bank. It will be noted that the 
demand for these funds would not be made at once to the extent of the full 
amount that may be needed to conduct their operations. The Industrial 
Corporations and Land Mortgage Banks will depend for the bulk of their 
funds on debentures which will be issued in separate blocks from time to time. 
The floatations of the debentures will therefore be spread over a few years 
and in normal years, it should not be difficult to direct the annual savings 
of the nation and the disorganised individual investors into this form of 
investment. Even now the requirements of industrial finance and land 
mortgage credit are being provided, though often on prohibitive terms, by 
some agencies which will have the funds returned to them as a result of the 
activities of the proposed institutions. These funds must seek re-investment 
and the debentures ot the Land Mortgage Banks and Industrial Corporations, 
should become safe and attractive investments particularly when it is known 
that the Government itself subscribe to them. The fact that the debentures 
will be made Trustee Securities will make them poimlar with the Insurance 
Companies and other Trustees. 

4. T do not think, there will be any insurmountable difficulty in mobilising 
sufficient resources necessary for investment in shares and debentures of the 
institutions we have proposed, provided attractive schemes are adopted and 
the national leaders appeal to the nation for mobilising their small savings 
for these purposes, as the leaders in the belligerent countries did during the 
last War. With a national economic policy actively pursued by the Govern- 
ment, public confidence and enthusiasm will be created for successfully 
tapping the scattered resources of the people. A change of policy regarding 
the capital expenditure programme of the government in consonance with the 
needs of the schemes of development proposed by us will have to be adopted 
and pursued with determination. If, however, all the resources necessary 
for the development of our big national industries be not forthcoming by 
the methods stated above, the necessary capital may be secured by foreign 
loans. But sufficient precaution will have to be taken to ensure that such 
loans do not in any way result in a transfer of control pver industries into 
foreign hands, with which object the state or industrial corporations should 
borrow the money in foreign markets and make the same available to- 
individual industries. 


NALINI RANJAN BARKER. 
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Minute of Dissent by Six Members of the Committee. 

Our colleagues’ conclusion is that “ speaking from the point of 
view of trade alone, it may be said that the facilities available at 
present for financing India’s foreign trade, both imports and ex- 
ports, are sufficient We disagree with this premise. According 
to them the interests of trade alone do not require the immediate 
establishment of an Indian Exchange Bank, strong enough to com- 
pete successfully with foreign banks. We disagree with this solu- 
tion too. 

2. They, however, mention that after a careful review of certain 
representations made to the Committee, they have come to consider 
that it is not desirable that India should rely for all time on the 
facilities afforded by non-Indian institutions for the financing of 
foreign trade. 

3. Reasoning thus our colleagues propose that after the starting 
of the Reserve Bank for India the Imperial Bank should be “ in- 
duced ” to take an active share in the financing of India’s foreign 
trade. With the terms to be offered to the Imperial Bank and the 
restrictions to be placed on it in connection with such work, we are 
not immediately concerned here. Our main difference with our 
colleagues is on the diagnosis of India’s complaint regarding finance 
of her foreign trade till now. We view the grievance of India in 
this connection more seriously, and, our proposals for remedying 
the same are therefore more definite, and of a more urgent nature. 

4. We fail to see how from the “ point of view of trade alone ” 
it can be said that the facilities available at present for financing 
India’s foreign trade are sufficient. If our colleagues mean that 
India’s foreign trade has not come to a standstill at any time yet for 
want of financial facilities, one may at least pause to consider before 
challenging the statement. But every Indian commercial body 
that has appeared before the Committee has complained that, in the 
’matter of providing financial facilities for import and export trade, 
the Exchange Banks have, generally speaking, been differentiating 
between national and non-national exporters and importers. This 
complaint, so unanimously lodged before the Committee by Indian 
•commercial bodies, can be confirmed by some of us from personal 
knowledge. Indeed, the history of foreign trade passing into Euro- 
pean hands since the establishment of these Banks in India, proves, 
for all practical purposes, the truth of the case of the Indian com- 
mercial community as urged on this Committee. 

5. Sinha observes in his “ Early European Banking in India ” : 
— “ During the latter half of the eighteenth century, when the 
East India Company was in power without responsibility, most of 
the foreign trade passed out of the hands of the people. The inland 
trade was also monopolised by the servants of the Company for a 
considerable time. As a result of this, the indigenous bankers 
naturally lost their old pre-eminence .... But European 
Banks could not fill the void created by the decay of the old indi- 
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genous banks Almost the entire foreign trade had 

parsed into the hands of Europeans when European banks came to 
be established.’ * 

6. The foreign trade with Europe in those days passed from the 
hands of the East India Company to those of non-Indian private 
merchants and Agency Houses, which latter were chiefly formed of 
“ gentlemen, who had been in the Civil and Military Services, who 
finding their habits better adapted for commercial pursuits obtained 
permission to resign their situations and engage in agency and 
mercantile business ”, These European Banks started with the 
privilege of issuing notes and, being under European management 
and proprietorship, commanded a prestige which completely put the 
indigenous banking system and personnel at a most serious dis- 
advantage. In fact, it is said that the political and economic up- 
heaval at the time was at once destructive and constructive. With 
a history of this nature, the process that started with the commence- 
ment of t lie nineteenth century, has continued unabated, with the 
result that the volume of foreign trade of India in the hands of 
Indians to-day, as direct exporters and importers, is not estimated 
at a higher figure than 10 per cent, of the total trade. This figure, 
given by the Indian Chamber of Commerce, Calcutta, has been 
challenged by the European Exchange Banks who have merely 
given percentage figures for different centres where they have offices 
m India, leaving the Committee to work out the total percentage 
for all India. They have not explained how, from percentages of 
different banks, one could justifiably arrive at a percentage of the 
total. They have admittedly included in the Indian share, all the 
business in respect of which bills were drawn on Indian consumers 
or distributors, though the real importing parties were non-Indians, 
who controlled, contracted for, and earned commissions or profit in 
the transaction. They have also admittedly not taken into consi- 
deration the large volume of business done by firms like ltalli 
Brothers, who do not operate through the European Exchange 
Bauks, in the usual course, for finance of their foreign trade. 

7. On the other hand, the basis* of the calculation adopted by 
the Indian Chamber of Commerce, Calcutta, is the actual value of 
trade as disclosed by official and private publications. We, there- 
fore, prefer, in the absence of any other data which will enable us 
to arrive at a more accurate estimate, to accept the estimate of the 
Indian Chamber, which is in harmony with, and receives corro- 
boration from, the general estimates prevalent among the Indian 
commercial community. 

8. We feel that the Committee cannot dismiss lightly this phase 
of the working of the non-national Exchange Brinks in this country. 
Indeed, we are convinced that as far as the Indian commercial 
community is concerned, this Committee will have failed in its duty 
if it does not examine the reasons why the foreign trade of the 
country is so preponderating^ in the hands of non-nationals and 


* Bee appendix ITT, Volume of Written Evidence. 
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suggest suitable and speedy remedies for it. We cannot accept tbe 
plea that the Indian has not enterprise enough to compete with the 
non-national in respect of commerce, either internal or external, on 
anything approaching fair competitive terms. Before the advent of 
the British, and, before European Banks drove foreign business 
from the hands of Indians into those of European traders, Indian 
commercial firms are known to have successfully carried on foreign 
business on a large scale in ordinary country crafts and Indian-made 
wooden ships to various parts of the world.* What is it then that 
has led to the virtual concentration of the entire foreign trade of 
India during the last 100 years in the hands of non-Indians? Con- 
trol of shipping and of banking facilities are the two main causes 
which can chiefly be mentioned in this connection. We are con- 
vinced that, of these two, the concentration of foreign trade finance 
in the hands of banks controlled and run by non-nationals has 
played the more important part. 

9. The knowledge of banking in India was long anterior to the 
settlement of the English in India, though the system under which 
it was carried on, may be regarded as different from that which the 
Europeans introduced. Writing in 1803, Cooke, in his “ llise, 
Progress and Present condition of Banking in India”, says: — 
“ From time immemorial, the banker has always been an import- 
ant member of Indian society. Formerly, in all divisions and sub- 
divisions of that society, he had his type and representative, dis- 
charging functions of indispensable necessity to the well-being of 
the community. The Empire had its Banker, the Subah had 
its Banker, the Zillali had its Banker, and Tillage had its 
Banker. Each in his sphere exercised an engrossing influence; 
each, in addition to his financial, was charged with a large propor- 
tion of social and political responsibilities. The traditions of the 
Hindu, and records of the Mohemmadan periods of our history, 
endow the higher classes of Bankers with the character and powers 
of the Ministers of the State. No Royal or Imperial Council was 
complete in its members without the Banker. 

“ The character and extent of Indian Banking have been 
frequently cited in refutation of the unjust calumnies with which 
the opponents of Indian political reforms have aspersed this nation. 
There can he no surer proof of the soundness of a people’s moral 
condition, and their habitual regard to truth in the transactions of 
life, than the prevalence of so much credit as is necessary to the 
existence of such a system of Banking. The native Bankers them- 
selves are patterns of commercial morality. The dishonouring of a 
hundi is an event of lare occurrence with them. They transact busi- 
ness with each other, and with their constituents, with a total dise 
regard of those forms which English commercial men deem essen- 
tially requisite, and, without the aid of which, indeed an English 
house of business would scarcely he secured. One peculiar feature of 
native Banks has always struck us as peculiarly gratifying. The 
business is usually carried on by gumasthas , or clerks holding a 

* R. M. Martin’s Indian Empire, Vol. Ill, page 559, referred to on page 
$63, Rau’s Present day Banking in India. 
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confidential position in the firm. They are often poor men, and yet 
are never called upon to furnish security. Their remuneration is 
not high, and they have often the entire disposal of the capital of a 
Cootee; yet it rarely happens that a firm loses anything by their 
dishonesty. 

“ The fact that Europeans are not the originators of Banking in 
this country need not strike us with surprise, for, both from internal 
evidence, which the success of the British arms in the Punjab 
further extended and opened mit, we know that civilization and the 
arts distinguish the East for a very considerable period before the 
West had begun to emerge from ignorance and barbarism.” 

It is in a country with such history and a people with such latent 
qualities that the total finance of its foreign trade is with non- 
nationals. No wonder that its people smart under a sense of mate- 
rial loss and moral humiliation involved in this ousting of her sons 
from this field of activity which should be theirs. 

10. On the various complaints of discrimination lodged before 
the Committee, it was not possible to sift the instances supplied 
more closely than we did for the simple reason that the Committee 
could not summon the Bank complained against, to refute the 
charge. Efforts Were made in some cases by representatives of Ex- 
change Banks to explain away some of those charges, but nothing 
substantial has been adduced before us which would justify our 
coming to the conclusion that the charges levelled against the 
Exchange Banks were without substance. 

11. Indian commercial bodies giving evidence before us said 
that several of their members based their opinions on instances 
within their personal knowledge. But, for obvious reasons many 
of them were not prepared to give details of their grievances for 
formal submission to this Committee. Even those who did volun- 
teer such instances were prompted to do so by a sense of public duty 
and we have no reason to believe that they either exaggerated their 
complaints, or concealed the truth. 

12. If, therefore, the share of Indians in handling the foreign 
trade of India is extremely limited, if not nominal, as explained 
above, and if, as we conclude, one of the main reasons for this is 
the finance of foreign trade being the monopoly of non-national 
banks, we cannot agree with our colleagues’ solution that the in- 
terests of trade alone do not require the immediate establishment of 
an Indian Exchange Bank strong enough to compete successfully 
with foreign banks. 

13. If by trade our colleagues mean trade as conducted by any 
body, they may be right. By “ the interests of trade alone ” we 
however understand <£ the interests of the trade of India bringing 
the best share in it by way of profit, employment, scope for ability 
to the nationals, and prestige to India ”. The Indian Chamber of 
Commerce, Calcutta, have the following remarks to make in this 
connection : — 

“As a result of this monopoly Indian firms find it very 
difficult to compete with European firms who get all the assist- 
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ance that they require from such banks. What this means to 
the country will be seen from the following figures: — 

The value of the goods exported and imported by this coun- 
try annually is about 570 crores of rupees. The share of 
Indians in this immense trade is less than 15 per cent. 
Assuming that the merchants engaged in this business make 
on an average 2 per cent, commission, the profits of European 
firms amount to 10 crores of rupees annually. Besides the 
European merchants are able to extend patronage to the 
extent of several crores of rupees every year by way of 
brokerage on goods bought and sold, brokerage on exchange, 
brokerage on insurance, brokerage on freight secured and 
other incidental operations. Indians had to be content with 
moving the crops from the field to the ports and sending the 
imported goods from the ports to the mofussil. Indian mer- 
chants are being driven out even from this business. The 
European export and import houses, with their vast resources, 
are competing very seriously with Indian firms for this kind 
of business. Indian firms, in spite of their economical 
management, find it impossible to withstand them for any 
length of time as their resources are limited 

We have therefore no hesitation in saying that Indian trade 
interests require an immediate stop being put to the monopoly 
enjoyed by non-national Exchange Banks bv the immediate estab- 
lishment of an Indian Exchange Bank for this purpose. 

14. One of the complaints made before us by Indian commercial 
bodies related to Exchange Banks giving indifferent references about 
Indian commercial houses to enquirers abroad, as compared with 
references given about European firms of admittedly lower standing. 
Without going into the question of the standards adopted to judge 
the standing of Indian firms, we may say that even a mere likeli- 
hood of biassed references being sent out does give an unjustified 
advantage abroad to competing European firms over Indian com- 
mercial houses. The significance of the prejudice created by such 
reports must be obvious and the handicap therefrom cannot be 
exaggerated . 

15. One of the reasons given by Exchange Banks for their 
unwillingness to give credit to Indians to the extent that the latter 
expect, is said to be the reluctance of Indian merchants to disclose 
their audited balance-sheets to Bank Managers. The actual words 
used by the foreign experts in their report are : — “ To exhibit their 
properly audited balance-sheets and profit and loss account 
The experts perhaps did not realize that what their informants 
meant about this defect on the part of Indian clients of Exchange 
Banks was balance-sheets and profit and loss account audited by 
Auditors “ approved ” by the Banks. We consider such a demand 
to be an extraordinary one. We believe that every respectable 
Indian customer of the Bank would be prepared to furnish the Bank 
with full and reliable information about his financial position if 
his connection and dealings with the Bank justified such information 
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being supplied. The practice of “ One firm, one Bank ” has still 
to develop in India, and it may be regarded as a tall order from a 
Bajik, advancing a casual loan, asking its customer to disclose his 
fullest position to it. We disagree with the statement made by the 
experts that “ secrecy about business affairs seems much more 
cherished in India than in other countries The fact of the 
matter is that Managers of 11011 -national Banks, not being either 
willing or able to keep in touch with their Indian customers, as is 
the case in our Experts friends’ countries, rely for reports about 
the standing and financial position of their Indian customers on 
either their subordinates or third parties like brokers and other 
intermediaries, and hence the ultra-conservative estimates of the 
credits deserved by Indian customers. We cannot help deploring 
the reflection implied in the impression conveyed to the foreign 
experts by tlieij informants — and we feel that such an extraordinary 
demand as that of having balance-sheets audited by 4 4 approved 
auditors ” is, by itself, sufficient to make out a case for a change in 
the monopoly or the finance of India’s foreign trade. 

10. I 11 paragraph 208 of the Report our colleagues refer to the 
practice in other countries of banks engaged in the financing of 
export trade rendering invaluable assistance by supplying their 
customers with information regarding foreign markets and llie 
prevailing prices. They further say that the existing institutions 
which finance the foreign trade of India, and which are almost 
entirely non-Indian, have not taken any steps in this direction. 
We wonder why our colleagues overlook the effect on our foreign 
trade of this serious handicap of the agency of the finance of foreign 
trade, as it exists at present. We will only say that if this defect 
of the non-Indian Exchange Banks has not been remedied during 
a period of about 70 years of their existence, it is unreasonable to 
find fault with the Indian commercial community for their per- 
sistent demand for a change in the inevitable angle of vision of the 
existing Exchange Banks. 

17. Our diagnosis, therefore, is (1) that all is not well with the 
foreign trade of India, particularly with reference to the benefit 
from it to the nationals, and (2) that the absence of adequate bank- 
ing facilities for this purpose as supplied by the Exchange Banks 
has militated against Indian acquiring their due share in this 
trade, and the loss to the country as a whole by this handicap to the 
commercial community is enormous. On purely practical and finan- 
cial grounds alone, without sentiment being allowed to weigh the 
scales, w T e are of the opinion that our colleagues have erred in their 
conclusions in this behalf. 

Sinha puts the case in a very succinct way in his book “ Early 
European Banking in India ” : — 

4< More than 150 years have elapsed since the first European 
Bank was established in India. Yet the foreign exchange busi- 
ness, which is as safe as it is lucrative, has remained a closely 
guarded monopoly. It is as true to-day as when Keynes first 
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wrote* in his €< Indian Currency and Finance 99 in 1913, that 
it would be exceedingly difficult to start a new Exchange Bank 
. . . . except under the agis of some important financial 

house already established in a strong position in India Even 
small countries whose foreign trade is much smaller than ours, 
have a net-work of branches throughout the world for financing 
their foreign trade. But we have no branch of our own even 
in London, where the bulk of our trade has to be financed. That 
entire foreign business of the country remains out of the hands 
of the children of the soil is an evil, which must be checked 
not simply out of empty patriotism but for solid financial 
reasons. It is not for nothing that the Chartered Bank of 
India, Australia and China was denied a foot-hold in Australia,, 
in spite of the Charter granted to it by the mother country. 
In India the evil is aggravated, especially in important mone- 
tary centrevS like Calcutta where Exchange Banks do not as a 
rule co-operate with the Indian Joint Stock Banks.” 

18. There is one danger of an important character in leaving the 
non-national Exchange Banks free to pursue their course as they 
have done hitherto. Their comparatively much larger resources en- 
able them to compete with the Joint Stock Banks in India in a man- 
ner that plaeevS a handicap on the joint stock banks. An experienced 
banker complained that, with the financing of foreign trade exclu- 
sively in the hands of these Exchange Banks the best medium for 
bank investments, viz., trade bills, becomes the monopoly of this* 
section of the Banks in India. What is left to the Joint Stock 
Banks is advances on landed property,, or, merely short period ad- 
vances against raw materials in the mofussil area during the period 
of the marketing of crops. As a rule, this raw material, as soon as 
it reaches the port, generally goes to the Exchange Banks for 
finance where it has not been taken charge of by the foreign ex- 
porter in the up-country station itself. 

19. +A very significant instance of this is the case of the import 
bill, which is generally a usance Bill of 2 to G months. The cur- 
rency, in which such Bills are drawn, is either sterling in the case 
of imports from Europe and America, or yens in the case of Japan. 
In ordinary course, in any country, with its banking fairly organ- 
ised, these Bills after being accepted by the drawee would he 
available for discount in the Discount Market of the importing 
country. In India it cannot be said that discounting of Bills is 
either new to the people or is beyond their capacity. In fact, it lias 
been admitted that, with India’s imports running into about Ils. 250 
crores a year, if the import bills were available for discount and 
purposes, such a Bill market would be a great help to India’s money 
market. 

* Keynes further says: — “Indian Exchange Banking is no business for 
speculative or enterprising outsiders, and the large profits which it earns are 
protected by established and not easily assailable advantages ” (page 208). 

t See Mr. R. G. Saraiya’s written statement, Vol. II, pages 372 — 37&. 
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Owing to the non-Indian currency in which the Bills are drawn, 
they are rendered useless for a Bill market in India, and have to 
be locked-up in the port-folios of Banks holding the Bills. This 
dead-weight on the money market in India is a paying proposition 
to the Exchange Banks because the rate at which the Indian im- 
porter pays interest on the usance Bill, from the date it is drawn 
until the* date of payment of the Bill plus the period of remittance 
of the amount from India to London, is the Bank of England rate 
with a minimum of 6 per cent, all the year round. How often the 
Bank of England rate reaches 6 per cent, is well-known — generally 
speaking it is only during an unforeseen and exceptional period of 
stringency — and yet the minimum rate of interest on a usance Bill 
drawn on India is fixed at 6 per cent. 

20. On a rough calculation, out of a total import of about 250 
crores, Its. 150 crores may betaken to be the amount on which the 
Exchange Banks earn interest at 6 per cent, for an average period 
of 2 to 3 months. As the bills are D/P and have the signature of 
the drawer and the acceptance of the drawee on them, this first class 
securitv for investment to the Exchange Banks may be said to be 
all jam for them in which the indigenous bank has no look-in. We 
therefore wonder if our colleagues can be correct when they say 
that “ the interest of trade alone ” does not require a change from 
the present state of affairs. 

21. These sterling bills are in form, substance and nature nothing 
but hundis , the circulation of which, — the most perfect portion of 
the Indian commercial system — was according to Cooke “ very 
great and although millions were invested in ihem, the loss by bad 
debts arising out of the dishonour of the instruments at maturity, 
was a most insignificant per cent. The terms for which the hundis 
were, and still continue to be drawn, vary considerably J \ This 
natural form of investment for Indian Banks has been taken away 
from them owing to the Exchange Banks continuing to encourage 
sterling bills for imports. The Exchange Banks in India, reiving 
on their monopoly, have not till now thought of this loss to India's 
money market. On the contrary, they have put forward the plea 
that it is for the importer to persuade the exporter abroad to sell 
to India in the rupee currency. The plea is a little naive. We 
would venture to ask if this would not have changed years, almost 
decades ago, if Indian Banks were handling finance for import 
business ? 

22 . There is a peculiar advantage enjoyed by British import 
houses who have their offices in London in the matter of the finance 
of import business. These firms do not finance themselves by draw- 
ing on their offices in India, with documents- attached — but they 
enjoy the privilege of drawing on the Exchange Banks which have 
their head offices in London, the Exchange Banks accepting the 
bills, and the drawer discounting them in the London market at the 
cheap current rate of discount prevalent there — which generally is 
between 2^ and per cent. The shipping documents for such 
imports are sent and handed over to the Indian branch of the 



London house, and such British firms in India get an advantage of 
at least 1 per <?ent. in price over their Indian competitor. When 
asked whether this sort of facility was made available to any Indian 
importing house the reply given by the Exchange Banks’ represen- 
tatives was that no Indian house had a London branch. The ques- 
tion remains open whether if there was one, such a facility would 
have been made available. The position to-day, however, is that 
even though bills could be discounted in the Indian money market 
at under 6 per cent, the Indian importer must finance his imports 
at a rate of interest the minimum of which is 6 per cent. 

23. We need only mention the all too pathetic manner in which 
the opening for Indian intellect, seeking scope for work in the field 
of banking, is practically blocked owing to the valuable and im- 
portant field of financing of foreign trade having been till now in 
the hands of non-national banks. The Committee is unanimously 
of the opinion that the Indian, per se y is not intellectually unfitted 
for the banking line — and yet, it is admitted that during the last 75 
years, none of the Exchange Banks which have thriven so much in 
India have thought it their duty to the sons of the soil to employ 
them in the higher posts of their offices in India. Such enforced 
starvation of the intellect of the country cannot be regarded as a 
matter of such small loss to the country as can be easily measured. 

24. The Committee were apprised of the manner in which Ex- 
change Banks have been resisting the Insurance of goods, both for 
internal and foreign trade advances, with the Indian Insurance 
Companies. Although no instance could be mentioned by the Ex- 
change Banks 1 representatives oT any loss incurred by any of these, 
owing to insurance being placed with Indian Insurance Companies, 
the latter had to carry on a most persistent agitation for the last 
several years to assert their right to recognition by the foreign 
Exchange Banks. Indeed, the struggle is not over yet but the 
Committee understand that since complaints were made to the Com- 
mittee, special orders have been issued by the Exchange Banks 
Association in London, to their offices here, for more discreet treat- 
ment of Indian Insurance Companies. 

25. One of the most serious defects in the money market of 
India, owing to the footing which the Exchange Banks have secured, 
is the splitting up of the market into two. It is admitted by all 
writers, including Keynes, -that the money market is divided into, 
what the latter calls, “ European ” money market and “ native ” 
money market. He quotes from a letter by Mr. Sleigh, Secretary 
and Treasurer of the Bank of Bombay, written in 1898, which says 
that “ the shroffs who finance nearly the whole of the internal trade 
of India, rarely, if ever, discount European paper and never pur- 
chase foreign or sterling bills This holds good even to-day and 
the reason for it is that this section of the Indian Banking System 
never get the opportunity to handle the paper. It has to be borne 
in mind that the inland trade of India is not less than fifteen times 
her foreign trade, and as the foreign trade is estimated at 600 crores 
a year, the inland trade may be taken at 9,000 crores. And yet for 
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the last 70 years and more the gulf between these two sections of 
the money market in India has shown no sign of narrowing ; if any 
thing, they continue to keep quite apart and separate ana the re- 
sulting chaos in the money market of India can be easily imagined. 
It has indeed been a fertile source for criticism to all writers on the 
Indian Banking System^ Some writers have opined that these two 
important sections of the money market have remained in mutual 
ignorance of the doings and methods of each other. This ignorance 
has been unfortunate for both. It is a question of great practical 
interest and importance at the present time, whether it is desirable 
in the industrial and economic life of India that this division should 
continue. The working of these two markets side by side is a great 
handicap to the progress of India’s economic regeneration. It is 
therefore necessary that Indian talent and capital should have access 
to the field of financing of the foreign trade of India without any 
further delay and thereby a beginning be made in the direction of 
unifying the Indian money market and putting a stop to the perpe- 
tuation of the two divisions of it, which feature threatens to conti- 
nue for some decades to come if things are left as they are. It 
may be said that for this purpose there is no bar to Indian enterprise 
taking to the field of exchange business without State assistance. We 
have already quoted in paragraph 17 above the opinion of Professor 
Keynes that owing to the fortified position of the existing Exchange 
Banks in India it would be difficult to start any Exchange Bank 
with mere private enterprise. That opinion of Professor Keynes 
expressed in 1913 can be said to be doubly true to-day and for the 
next few decades. 

2G. Such, in brief, is the list of outstanding acts of omission and 
commission by the foreign Exchange Banks against which the com- 
mercial community of the country protest and agitate. Impressed 
as we are, with the reality of these protests, and the genuineness of 
the discontent engendered by them, we feel that a solution of this 
highly involved position must be sought without delay. In our 
discussions with the foreign experts, we were advised to restrict our 
solutions to such remedies as other countries in the West may be 
known to have resorted to. Our difficulty is that none of these 
friends of ours have been able to name to us any country in the wide 
world, which either is, or, was placed in the peculiar position in 
which India finds herself to-day. It is freely admitted that there is 
no parallel to India’s present day position in Banking that we have 
to solve. We are not ip the happy position of having to write on a 
clean slate as the other countries must have been to a large extent 
when they evolved their present Banking Institutions and organisa- 
tions, protected by either legislation or unwritten law of their land. 
We have to advise the Government how best to make up for the lee- 
way caused by the policy pursued by Great Britain in India during 
the last 75 years at least. We have been warned -that any discri- 
mination in the treatment that we may recommend may he fraught 
with serious consequences to the welfare of India in other spheres. 
Our position is that whilst we respect the experience of other coun- 
tries and propose to benefit by the same we do not think it necessary 
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Tor us to take cognisance of any consideration other than the one 
arising from the terms of reference to us, namely, what do the best 
interests of India demand from us at this juncture in solving this 
problem. 

27. We cannot help observing that every country, either in the 
West, has built up its banking according to its conditions and 
requirements and as far as we are aware no country has taken ex- 
ception to such policy of any other country. The following extract 
from the “ Foreward ” by O. P. Hopkins, Acting Director, 
Bureau of Foreign and Domestic Commerce, United States of 
America, to a publication by the U. S. Department of Commerce 
dealing with “ Rights of Foreign Shareholders of European 
‘Corporations ” is significant in this connection: — 

66 There have been in recent times several examples abroad of 
attempts to restrict the rights of foreign shareholders and 
prevent the transfer of control of domestic enterprises to 
foreigners. There has been a great deal of speculation as to 
whether the corporation laws of the countries concerned permit 
such measures to be taken. In examining* the laws of several 
European countries it has been found that nearly all of them 
provide equal rights to foreign shareholders. Spain, Rumania, 
Sweden, and Norway have definite restrictions on foreign 
capital in the development of their national resources, but these 
restrictions have been adopted ns protective measures and are 
not a discrimination against any particular group of foreign- 
ers. Most countries permit corporations to make their own 
provisions regarding shareholders’ rights, and the absence of 
definite laws has resulted in many private measures restricting 
foreign shareholders . 9 9 

• 

The peculiar conditions in India regarding foreign trade finance 
demand the protective measures recommended in this Minute as the 
minimum first step which the State should take. 

28. We know of various countries which still impose substantial 
handicaps or non-national banks working in their midst. Special 
taxes in this connection are known to be in vogue in countries such 
as France, Italy, Spain, Portugal, Netherlands, etc. In countries 
Tike Japan and America special restrictions are known to be preva- 
lent. Even for the foremost money market of the world, the 
Cuneliffe Committee of 1918-19 had made the following unanimous 
recommendation : — 

“ Several of our witnesses have called attention to the condi- 
tions under which it is open to foreign Banks to establish 
themselves in this country. We suggest that this is a matter 
which should receive the early attention of His Majesty’s 
Government.” 

29. With such steps devised by more advanced countries, can 
it be said that the remedies -suggested for the solution of the diffi- 
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culties in India are inspired merely by motives of discrimination? 
We are anxious to make it perfectly clear that in making the sug- 
gestions which are detailed in the paragraphs that follow, we are 
inspired by the sole motive of setting right the machinery of Bank- 
ing in India and not by the slightest intent to injure any interest. 
If, however, one of the indirect results of our suggestions happens 
to be some discomfort to any interest we need hardly say that it 
must be regarded as unavoidable and inevitable in the process of 
making up for some of the evil effects of the policy pursued in the 
past. Can it be contended that the Exchange Banks have estab- 
lished themselves in India merely because of their superior effi- 
ciency? Does history not tell us that in many cases their origin 
and progress were founded on the most invidious treatment in 
favour of concerns run by the men of ruling race ? 

30. We suggest that as a first step in the direction of getting 
Indians their legitimate share in the finance of foreign trade, the 
State should start forthwith an Exchange Bank with a capital of 
three erores of rupees, all to be taken up by the State. This Bank 
should be allowed to do financing of export and import trade in the 
same manner as any Exchange Bank. It would receive deposits, 
and, lend money on produce awaiting export, or, imports awaiting 
distribution. For direction of such a Bank the State should 
constitute a Board of 7 persons at the Head Office of the Bank with 
Boards of about 5 persons at important centres where the Bank 
should have branches, and nomination to both the Central and 
Local Boards should be made by the Government. In order to 
ensure the Bank having a reasonable start, all remittance business 
of the State should be done through this State Exchange Bank. 
The Reserve Bank when it comes into being will look after this 
business of remittance on behalf of the State and the Exchange 
Bank will act merely as an agent of the Reserve Bank when 
operating in the open market on behalf of the State. The staff 
employed bv such a Bank should be Indian, except where the 
Finance Minister of Government may he advised that it is necessary 
to have the services of a non-natioual from abroad for a few years 
m the beginning*. 

31. There are two special advantages which we wish to empha- 
size in connection with this suggestion of ours. A Bank, such as 
this, under State control can be effectively checked in its inroads 
in the field of activities of Indian Joint Stock Banks. It is very 
necessary to do this in a scrupulous manner and not to leave scope 
for any further harassment in the activities of Indian Joint Stock 
Banks. In actual practice very few hard and fast rules can be laid 
down demarcating the dividing Iin* between the field reserved for 
internal trade and that for finance of foreign trade There are 
essential differences between exchange hanking and loan and 
deposit hanking, which involve a comparatively harder task for the 
latter. Ihe former is concentrated at the principal ports The 
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latter has to be carried on through a number of small offices in the 
mofussil, entailing a heavy expense in the aggregate. The former 
has a quick turnover; the latter is frequently troubled with locked 
up advances and dwindling deposits. A Minister responsible to the 
Legislature and well-advised by the commercial talent of the highest 
order, alone, can be trusted to handle properly the difficult and 
delicate task at the start. 

In fact, the encroachment by the Exchange Banks till now on 
the held of finance for internal commerce has already assumed such 
proportions that we are definitely of opinion that, in future, no non- 
Indian bank should be allowed to have any branch up country, 
i.c. t at any place other than the main ports of India, namely, 
Bombay, Madras, Calcutta, Karachi and Rangoon. We strongly 
dissent from the recommendations of our colleagues in paragraph 
545 under Chapter XIX where they recommend that licenses should 
be freely given to the already established branches of exchange 
banks up-country. We recommend that licenses should be granted 
only to Indian Joint Stock Banks and not to non-Indian Banks. 
We feel that this is the minimum that can be done without any 
delay by the Government to relieve the unjustified encroachment by 
non-Indian banks on the field of finance for internal trade. 

32. Another advantage of a State Exchange Bank at present is 
the provision of a suitable institution to handle the enormous 
liabilities of the Government of India for remittance abroad to 
meet the foreign obligations of the country. The average of the 
liabilities of the Government in this connection has been ranging 
rouiid about Bs. 40 crores a year. Besides this, a similar amount 
is estimated to be required for remittance on private account from 
this country. This exceptionally high figure of annual payment 
by India abroad necessitates the starting of an institution (for such 
remittance) which can carry out the work with only one motive, 
viz., of doing it not for profit so much as for providing cheapest and 
most efficient method which may help to maintain the credit un- 
impaired of this country abroad. It is not easy to understand why 
such an institution was not started by the Government of India 
v ears before now. This strikes one all the more when it is remem- 
bered that the Exchange Banks in India have not always helped 
the Government in their work of remittance. Instances are known 
where these Banks through their London Head Offices brought great 
pressure to bear on the Government of India through Whitehall for 
certfiin privileges and monopolies which they sought.* 

33. The East India Company had invariably reserved the 
foreign exchange business to itself and the annual profits bv it 
have been estimated bv an English author at about £250.000. Since 
the Crown took over tHe Government of India from the East India 


* See Sir Stanley Reed’s evidence before the Royal Commission on 
Currency, 1926, Vol. V, page 246. 
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•Company this policy appears to have been abandoned. But there is 
no reason why it should not be revived for a few years, now, 
especially when the other considerations in favour of starting an 
Exchange Bank as detailed above justify such a step on its own 
merits. 

The above are the main outlines of the scheme that we recom- 
mended. The Government would no doubt review the position and 
examine the desirability of transferring the shares to Indian Joint 
Stock Banks and the public as soon as it is clear that the requisite 
conditions are found to exist. 

34. It is necessary at this stage to examine the objections to our 
scheme raised by our colleagues in the report and by Mr. Manu 
Subedar in his Minority report. Both of them agree that it is 
necessary to take a definite step to remedy the monopoly of finance 
of foreign trade created and enjoyed by non-national banks. Their 
aim is not different, from ours as detailed hereinbefore, but the 
measures recommended by each of them varies in important points 
from our recommendations. Our colleagues deal with these objec- 
tions in paragraphs 480-488 of the report; Mr. Subedar refers to 
our scheme in paragraphs 242 and 245-249 of his Minority report. 
We propose to review their objections briefly. 

35. Our colleagues, too suggest the starting of a Bank for doing 
Exchange business. But they desire that nothing should be done 
until a Reserve Bank is started. Thereafter they wish to offer some 
inducement to the Imperial Bank to start exchange business. 
Should that experiment of theirs fail, our colleagues recommend the 
State starting such a Bank. But they wish to offer, in the first 
instance, the capital of such a Bank to the joint-stock banks and 
the public, and in the last resort if such capital is not taken up by 
them they recommend that the Government should provide the re- 
mainder of such capital. We fear that before any effective action 
is taken in the manner recommended by our colleagues, years may 
pass, and the gravity of the situation as we perceive it, does not 
admit of such delay. 

36. Our colleagues suggest that the Imperial Bank should be 
used as an Indian Exchange Bank in the first instance presumably 
because of its readily available organization. They have also 
stipulated certain conditions which the Imperial Bank must con- 
form to in this matter. We do not think that the proposal made by 
our colleagues would be satisfactory even if the Imperial Bank 
agrees to conform to these conditions. More than half the shares 
of the Imperial Bank are in the hands of non-Indians and so long 
as this continues, the Imperial Bank cannot be considered to be a 
predominantly Indian concern. The stipulation made by our 
colleagues that recruitment of non-Indians on the staff of the 
Imperial Bank should cease will not have any immediate effect* 
The preponderance of non-Indians on the present staff of the Im- 



593 


perial Bank would make the provision non-effective for some 
considerable number of years and the Indian public cannot there tore 
expect from the staff of the Imperial Bank that sympathetic 
attitude towards Indian business which is so very essential to secure 
for Indians a larger share in the foreign trade of India. Moreover 
in view of the fact that complaints have been made against the 
Imperial Bank that they discriminate against Indians in the faci- 
lities offered in the internal trade of the country, we doubt whether 
it would be wholly satisfactory from the Indian point of view to 
entrust the foreign exchange business to that institution. We 
therefore feel that there is no reason to suppose that the attitude of 
the Imperial Bank towards Indians would be more sympathetic 
than that of the foreign exchange hanks, and that it would not be 
therefore a satisfactory solution of the problem even if the Imperial 
Bank is “ induced ” to take the foreign exchange business with 
the conditions stipulated by our colleagues. (Sir Purshotamdas 
fhakurdas, owing to his connection with the Imperial Bank, does 
not wish to vote in this connection.) 

37. The main apprehensions expressed in the Majority and the 
Minority reports are that the foreign exchange banks may put up 
a very severe competition against the State Exchange Bank recom- 
mended by us and prevent it from carrying on its normal operations.. 
If our colleagues apprehend such a contingency, all that we can 
say is that it operates with perhaps greater force against the success- 
ful working of either the Imperial Bank or the shareholders’ bank 
recommended by them. If the exchange banks, whose capital and 
reserve funds are known to be enormous, can be suspected of making 
desperate efforts to retain their grip on the finance of foreign trade 
of this country, may we ask our colleagues how any private insti- 
tution that can be started, either now or in the distant future, can 
be expected to withstand such cut-throat competition. It is because 
of the danger of this complication that we have thought it necessary 
to commend our scheme in preference to the recommendations of our 
colleagues. 

38. The other objection mentioned by our colleagues is the one 
that they have taken from the foreign banking experts, namely the 
difficulty of the Reserve Bank distinguishing between its remittance 
operations on behalf of the Government and its operations for 
currency purposes. We consider this objection to be more techni- 
cal than real, and feel that in the ordinary course it should 
not be necessary for the Reserve Bank to often operate in the 
open market for currency purposes. We fear that our colleagues 
have been unduly swayed bv the recent conditions of the exchange 
market, and Government operations to support exchange, when they 
put forward this point against our scheme. They themselves admit 
that the power of the Reserve Bank to operate in the open market 
is more of the nature of a safeguard in reserve than one for normal 
use. If we were making recommendations mainly for the next few 
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months, this consideration advanced by our colleagues would have 
had great weight. But under those circumstances, our colleagues 
will, we hope, admit that their own reommendations are absolute- 
ly impracticable. 

39. In connection with this question of the relation between the 
State Exchange Bank and the Reserve Bank, our colleagues refer 
to the Bank of Japan and the Yokohama Specie Bank, which they 
admit, furnish an interesting parallel. It is regrettable that they 
have not thought it necessary to secure accurate information regard- 
ing this parallel before criticizing our recommendation. Such 
information as is available convinces us that there is little differ- 
ence between the problem in India and the problem that faced 
Japan during the last fifty years. The arrangement in Japan is not 
known to have broken down or even suffered in actual practice, 
either during the War period or during the period following the 
last earthquake devastation in Japan, which put the Japanese 
currency system to a severe test. We do not overlook, however, that 
there is in Japan a national Government to make possible, tilings 
which may be ruled out in India owing to unnecessary apprehen- 
sions that may entertain Government of India or some of the critics 
of our scheme. 

40. Our colleagues dwell on the difficulty of seeming funds for 
the new State Exchange Bank until the Reserve Bank is formed 
and begins to operate. They quote from Thakur’s book, specially 
his opinion that a capital of at least Rs. 5 crores fully paid up is 
necessary for a shareholders’ bank to do exchange business. The 
author explains that this “ large capital has been prescribed be- 
cause a bank of this nature should command not only great 

confidence in India, but also in the outside world The 

Indian Exchange Bank will take some time before it can hope to 
get funds and financial assistance in the outside world and in the 
meantime, assistance on the part of the Bank of Issue is necessary 
in the national interests He however does not deal with the 
contingency of delay in starting the Reserve Bank — and it strikes 
m that what can be expected from the Reserve Bank in “ national 
interests ” can be equally expected from the Currency Department 
of the Government of India in that contingency. The State Ex- 
change Bank will take deposits from the public and we see no reason 
to fear that it will not attract more deposits from the public than 
any private exchange bank with ever so large a capital with which 4 
it may be started. The advances for the purposes of finance of 
exports and imports are generally speaking, if not invariably, 
against goods. The amount required for this purpose is indicated 
m paragraph 463 which has a statement supplied bv the exchange 
banks showing their deposits, advances and investments in India 
as on 31st December 1929. The advances in India consist of three 
S0.io.io oi ‘soiximoes oajsnii m e^uanixsoAut s 0 . 1 o. 1 o 93 -sft : guimt 
qstro ‘suuoj ui sojojo gp *s*[ pun suosjoao ;isirai* tit eSuuqoxo 10 smq 
credits, overdrafts and local bills discounted (excluding bills of 
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exchange). Mr. Buckley has supplemented these figures with the 
information that these advances are mainly in connection with 
export and import trade. It must be conceded by all that until 
a proper Reserve Bank is started, the management of India’s 
currency can be said to fa 1 ! very short of the ideal. Should the 
worst apprehensions of our colleagues and ourselves turn out to be 
correct and the starting of the Reserve Bank delayed for consider- 
ations regarding exchange banks being prevented by legislation 
better security can even the Cunency Department of the Govern- 
ment of India have for advances to the Exchange Bank than the 
security of goods under lien to that Bank with the usual margin 
insisted on by all banks even now? We see no risk in such finance 
either by a Reserve Bank or by the Currency Department of the 
Government. The only flaw that can prevail ultimately must be 
the want of will on the part of the authorities to afford any assist- 
ance at all. 

41. After criticizing our proposals, our colleagues console them- 
selves that they have “ purged” their scheme “ of inherent draw- 
backs ” of our recommendations and bestowed on the new Bank 
“ a unique and privileged position We regret we cannot appre- 
ciate their self-satisfaction and feel that their scheme, if it is 
accepted at all, will prove a doubtful and sluggish remedy for the 
disease which they seek to cure. 

42. Mr. Mann Subedar also apprehends the British Banks 
“ giving a fight ” to the State Exchange Bank. We have already 
dealt with this in a previous paragraph. He, however, advises us 
that “ so long as the authority of Whitehall is supreme, in the 
counsels of the Government of this country it would be prudent to 
expect the vetoing of this measure by the Secretary of State We 
do not disagree with him. We only wonder if he does not overlook 
this sound canon of prudence when he makes his own recommend- 
ations regarding exchange banks being prevented by legislation 
from taking deposits in India or regarding the Reserve Bank having 
a department to do day-to-day business in exchange. Indeed, we 
do not think that Mr. Subedar could have committed the blunder 
of visualizing our recommendations being dealt with by a Govern- 
ment subject to the control of Whitehall and his own by a 
Government not so controlled. Mr. Subedar must visualize the 
chances of both the schemes, his own and ours, under a common 
form of Government only. 

43. Mr. Subedar refers to one aspect of our scheme which has 
not been touched upon by our colleagues. He apprehends that if 
our recommendation is accepted, Indian joint-stock banks will not 
be directly and immediately encouraged to take to the field of 
foreign exchange business. We have never been under a delusion 
in this respect. Mr. Subedar himself has dealt at such length with 
the strength of the foreign exchange banks and their capacity and 
readiness to “ give fight ” to any new-comer into the exchange 
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field, that he must realise that the spade-work in this connection can 
only be done in the shortest period possible by an organization: 
which is suitably equipped to occupy “ a unique and privileged 
position ” both in India and abroad. 

44. To deal with the circumstances and atmosphere created by 
the monopoly of the foreign exchange banks, we see no constructive 
and effective remedy except the full resources and prestige of the 
fitate being brought in, not only at the start but for such period as- 
mav be necessary to get the foreign banks to realize their correct 
and legitimate position in this country. 

45. Some witnesses who appeared before us have pressed for 
measures preventing non-national banks from borrowing in this- 
country unless they have their head offices in India and are converted 
into Indian registered companies. We do not consider recourse to 
such measures necessary at the present stage. We appreciate the 
bond fides of this suggestion and the patriotic motives that lie 
behind it. We ourselves neither exclude nor deny the necessity for 
such legislative action at a later stage should other remedies fail. 
But we believe that wdiat we have recommended herein will give,, 
with least delay, Indian trade and banking scope for the activity 
which they can cope with. In fact, we expect that the non-Indian 
exchange banks, perceiving the necessity of giving up their mono- 
poly will adjust their own policy and work in a manner that will 
still enable them to carry on their business in India without preju- 
dice to Indian enterprise. 

46. Our colleagues are of opinion that no effort at starting a 
State Exchange Bank like the one which we recommend, should* be 
made until the Reserve Bank is set up and begins to operate. We 
disagree with this view. While we realize the necessity of the 
Reserve Bank for the control of the Indian currency arid credit 
systems, and admit that its creation and functioning on correct 
lines may help to remove to some extent the handicaps brought on 
by the preponderance of foreign banks in the field of exchange 
business, we are decidedly of opinion that there is no imperative 
necessity for a Reserve Bank to precede the State Exchange Bank 

mended 110 ' mte estaWishmeilt of we have already recoil 


47. After setting out some considerations in favour of the 
Reserve Bank preceding an Indian Exchange Bank, our colleagues 
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hxthanpe Bank should not he started until after the Reserve Bank 

has , nine into existence and until after the scheme of participation 
of the Imperial Bank of India in the financing of forei™ trade has 
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in creating the new Bank will strengthen the chain that holds India 
dependent on the foreign banks. In attempting to dispose of this 
suggestion of ours they state that they could not <£ obviously sub- 
scribe to any suggestion which assumes the contingency that the 
establishment of the Reserve Bank may be delayed ”. This ex- 
cessive optimism in our colleagues cannot, in our opinion, be justi- 
fied in the face of the conditions now prevailing. We had it from 
responsible quarters towards the end of the last year that a proper 
Reserve Bank for India could not be brought into being in the 
conditions that prevailed in December 1930, because India had not 
then enough gold resources. , Since then during the last five months 
the gold resources of India have undergone further serious deple- 
tion and according to those very authorities the prospects of a 
Reserve Bank being set up would be more remote to-day than they 
were five months ago. The Government of India have been 
managing the currency during these months in a manner which 
has been criticized severely in India, and it is difficult for the best 
informed persons in India either to understand or to infer whither 
the Government of India are drifting by their policy during this 
period — a policy which responsible commercial associations and 
persons have not hesitated to characterize as reckless and almost 
desperate. Under such conditions and in these circumstances, it is 
difficult for any one not in the ken of official secrets to know the 
mind of the Government of India. We consider it imperative that 
the future Government of India, such as we have envisaged in the 
penultimate paragraph of Chapter I, should be free from depend- 
ence on the existing exchange banks, which have not in the past 
manifested any desire to function in the best interests and prestige 
of India in foreign countries. We feel that in the circumstances 
in which we find ourselves at the date of signing the report, the 
necessity of a vState Exchange Bank is all the greater, both to the 
commercial community and to the future Government of India 
responsible to the Indian Legislature and free from dictation from 
Whitehall a dictation which has been an unfortunate factor for the 
last 100 years and more. We therefore entirely disagree with our 
colleagues when they make the starting of an Exchange Bank 
dependent on the establishment of the Reserve Bank, however long 
it may be delayed in coming. We do not propose to dwell on the 
indications that may be gathered from the proceedings of the first 
Round Table Conference regarding the provision for a Reserve 
Bank being made, u somehow ” in the future constitution of India. 
We and our colleagues are in agreement that the Reserve Bank 
should be established as early as possible by an Act of the Indian 
Legislature. But the considerations averted to by us in regard to 
the possibility, if not the probability of delay in actually constitut- 
ing the Reserve Bank, remain unaffected and it is for this reason 
that we are anxious that our scheme of an Indian Exchange Bank 
should not be held up till the Reserve Bank is established under 
the new constitution. 
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48. It may be asked why we have thought it fit to single out 
the finance of foreign trade for special recommendations involving 
the adoption of immediate steps, irrespective of the starting 
of the Reserve Bank, while we do not make similar recom- 
mendations in regard to rural, industrial and commercial 
finance. In these latter field of Banking there are no powerful 
vested interests as in that of the finance of foreign trade, which 
render delay in taking remedial measure equally detrimental to 
national interests. Moreover, we feel justified in taking for 
granted that in fields other than that of finance of foreign trade, 
the Government of India, whatever their constitution may be, will 
make all feasible efforts to help the economic progress of the 
country, even in the absence of a Reserve Bank. 

49. The final stage of our inquiry lias synchronised with the 
eve of the constitutional reform for India, and to that extent we 
ean be said to be at a real disadvantage in making onr recommend- 
ations for the future. We have got over the embarrassment of this 
situation to a certain extent by agreeing amongst ourselves at the 
very start to envisage a common angle of vision, namely, that the 
fundamental basis for making our recommendations should be that 
the administration of the provinces and the Central Government 
should be in the hands of Ministers fully responsible to the respect- 
ive legislatures. In fact, this understanding forms the preface 
to our report. (Vide paragraph lfi, Chapter I). To the extent 
of any changes that may take place in this assumption of ours, our 
recommendations in the main report, as well as in this minute, 
will necessarily require modifications. But in connection with the 
Iteserve Bank, our position has been further complicated by the 
fact that, in view of the tentative proposals which emerged at the 
first Hound Table Conference referred to in paragraph GOG of 
Chapter XXII, the Chairman thought it necessary to give a ruling 
which prevented us from discussing the details of the constitution 
of the Reserve Bank. Although we are unable to appreciate the 
necessity, or,' the justification, for rilling out the consideration of 
the question by the Committee, we respected the ruling. But we 
cannot help recording that in our opinion this Committee were not 
only entitled to, but owed it as their duty to discuss the constitution 
of the Central Bank which, in the Finance Member’s words, is 
4< essentially the crown of the whole banking in its widest sense M . 
We fear that the omission by this Committee, to indicate the consti- 
tution and structure of the Reserve Bank after it has examined and 
reviewed the needs of India in regard to banking in the rural and 
urban areas, in the field of commerce and industry and in the 
sphere of internal and foreign trade cannot but be regarded by the 
public as a conspicuous gap in our picture of the banking system 
which India needs in the future. If it was apprehended that any 
political considerations were involved in the process of considering 
the details of the Reserve Bank all that we can say is, that snch 
considerations might be no more inseparable from this problem 
than they were from many other problems dealt with in the rest of 
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the report. The responsibility for this avoidable void in the report 
is however not ours, and such justification as there may be for it 
has to come from the Chairman. 

PURSHOTAMDAS THAKURDAS. 
D. P. KHAITAN. 

MUKHTAR SINGH. 

V. RAMADAS PANTULU. 

R. K. SHANMTJKHAM CHETTY. 
M. JAMAL MAHOMED. 
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General observations by L. Harkishen Lai. 

Request being made I sign the report, but the following observu- 
tions are essential to be made : — 

1. Weak health, and other demands on my time, disabled me 
from placing my services more frequently and more effectively at 
the disposal of the Chairman of the Committee. 

2. The Chairman of the Committee conducted the examination 
of witnesses, that appeared before him for viva-voce examination, 
as a Judge does in a criminal trial when lie is assisted by a Jury, or 
Assessors, b} r means of a set of prepared questions by himself — thus 
preventing the witnesses from developing ideas and schemes in 
collaboration with himself. This, if allowed, might have helped 
better in the solution of problems placed before the Committee. 

3. A certain 4 Reserve which is the Sine Qua Non feature of 
all official handling of -economic problems of India, obviously ran 
all through the enquiry; and the process of summing up of facts, 
and fixing up of conclusions for recommendations was also not free 
from this 44 Reserve Policy 

4. The wealth-producing resources of the country are very limited 
in many directions; and the savings of the people are very small 
ill all directions; and almost the entire field of handling, conduct- 
ing, and carrying on of the international trade of India is already 
occupied by foreign shipping, and by foreign banks and by foreign 
commercial firms at both ends of the stick. These are the matters 
which should have formed a very considerable part of the enquiry 
of the Central Committee, but this was not attempted on any ade- 
quate scale. This side of economic life of India requires further 
and immediate investigation and adjustment, as this aspect forms, 
at the present juncture, a very big bone of contention. The hand- 
ling of the foreign trade in its various ramifications by the nationals 
of a country is a source of income, employment and saving; and 
all the national banking systems of countries, interested in inter- 
national trade, are enabled to play in it an adequate and just part. 
In the case of India in this direction, as in others, a serious 
struggle is ahead, until matters are arranged by mutual arrange- 
ment and the principle of give and take. To this aspect of the 
solution of the problem, very likely in view of the proposed safe- 
guards in the new constitution, a very cursory attention has been 
paid ; and efforts are obvious to have been made, in the body of the 
report, to avoid direct attack on the problem in the manner above 
mentioned. To my mind the present foreign banking influence in 
the internal and external trade of India should form a very serious 
matter to be solved by the Round Table Conference and my regret 
is that having had opportunities to effect a solution, the 14 Foreign 
Experts ” have burked it and the Committee have shirked it. Let 
the gods now solve it. 

5. The banking of a country, in the life of the modern world, 
is only a link in the chain of complete financing, which starts from 
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the production-end, the other end being of spending of money, 
raised by taxes, and Government borrowings, both locally and 
.abroad. This chain has been built up in several modern countries, 
and in the old countries of Europe ; and we had excellent opportu- 
nities of making a serious effort in forging a good and serviceable 
chain, but the dictum of Sir George Schuster that no entry could 
be permitted in the precincts of ‘ stability ’ and the ‘ Exchange 
Ratio ’ ; and another dictum, in this case of the Chairman of the 
Committee, that certain parts of the proposed Reserve Bank Bill 
were reserved for gods only to look into ; and the position taken up 
. by the experts as guarding and watching sentinels at the gates of 
the Imperial Bank of India, and the ‘ Exchange Banks ’ ruined all 
chances for the Committee to be of service in this direction. Let 
gods wake up now. 

0. The moneylender does not seem to have had a better luck 
this time either; he has had continuously bad luck for some time 
past. He is, in fact, the Rarriah of Indian finances, and he must 
serve the community thanklessly and also be shut out from the 
streets whereon the high caste and the orthodox walk. Opportu- 
nities have been lost in assigning him, in the new chain required 
to be forged, a proper place and position; as also in shaping this 
link, in such a way, as to be indistinguishable from other links, 
vexcepting in the position it may hold in the chain. 

7. The indigenous Banker was also along a favourite of, and he 
received special attention at the hands of, the Vice-Chairman of the 
Committee. Having secured his patronage he was looked upon, by 
the other members of the Committee, as deserving of no serious 
notice at their hands. This is the greatest disservice that the Com- 
mittee has done to the indigenous banker; and if I could offer him 
an advice to preserve his great position as also his great wealth 
and utility, he should change into a modern being and a modern 
institution, as the whole world and its institutions are changing. 

8. The co-operative movement has received at onr hands, as at 
ihe hands of the Provincial Committees, its due and well deserved 
consideration; and no one has been niggardly in helping the move- 
ment on; but the movement requires steadying its pace, holding its 
body erect, and walking without stays. The co-operators are lucky 
in securing blessings and help from all directions; hut the thought 
of the patriot and the official should not be fixed exclusively in his 
direction, as there is also a mass of population near about 93 per 
cent, of the whole, to whom the crumbs of financial favour are not 
yet thrown; and I am afraid he would be the first to listen to 
f Communism 9 and to ‘ No Taxes ’ and to ‘ No Rents ’ and I wished 
all along that his case could have received at our hands somewhat 
greater and wider attention. The luck of the mass of society does 
not often change with the appointment of a Committee; nor the 
view of the official (perched though lie may be on the heights of 
Simla) does extend to the fields of India, as far removed as 100 
miles. 200 miles and 1,700 miles and 1,900 miles. I would now 
humbly suggest the establishment of a permanent Aero-club to 



m 


enable its members to look down on these unfortunate people from 
the airy heights and to photograph life as it actually is. Much 
material will be thus discovered, I am sure, to enlist human 
sympathy. Our Committee had some sympathy for these unfortu- 
nate 93 per cent. ; but had no aeroplanes to play with, and did not 
combine heroism with their obvious wisdom. 

9. The life in India, in the domain of economic sphere, has 
much changed within towns and villages, but the greatest change 
is in the life of the cultivator; and in the life of the worker, who 
served the agriculture and the agriculturist from untold generations. 
The causes are the influx of ready made goods from all corners of 
the ivorld excluding India, and a system of cash payments. He is 
also to be helped financially to find a new or a modified occupa- 
tion ; blit he might wait for the formation of the aero-club or any 
other Committee. Meauwhile he may go under, or give trouble. 
Let the wise consider. 

10. The use of the word ‘ industry ’ is more unwelcome than 
the use of the word ‘ Hanking* * in this country among certain 
influential and powerful people; the result being dependence of 
India on one industry only named agriculture, and the subsidiary 
business of i shop service \ The inferential problem arising out of 
the above observation has also a big financial aspect, and I am 
afraid the solution ofTeied by the Committee in suggesting the 
founding of the Provincial State Banks might not prove to afford 
sufficient help. 

11. Eor some reasons which may not be apparent to some and 
may be quite clear to others, the Joint Stock Banking in this 
country, which is of comparatively recent origin, receives always 
the step-motherly treatment at the hands of the powers that be 
Whether the Committee has been enabled by its investigations and 
study to suggest measures and means to effect amplifications and 
improvements would be the care of the reader of the report. 

12. I had from the very start of my co-operation with the Com- 
mittee firmly resolved not to work for a dissenting Minute >, but to 
help in the solution of very serious problems so far as my resources 
of experience and knowledge went. 

13. I regret that opportunities afforded and availed of have been 
quite inadequate; and I would have much preferred to drop off 
unnoticed, but in the event of insistence on my signing the report 
I have been reluctantly compelled to add a few — very general 
observations. 


HARKISHEN LAL. 


Lahore , the 8th June 1931. 



Note by Chairman. 

Lala Harkishen Lai’s “ observations ” have been shown to me* 
by Secretary just as I am leaving for England. I have therefore 
no time to deal with the observations at length, and I shall leave 
u to the public to decide, when the report of the Committee is 
published, how far the observations are relevant or justified. I 
need only mention here that I do not understand his reference to 
? he procedure adopted by me for the examination of witnesses 
which, so far as 1 can see, has been in accordance with the proce- 
dure followed by other Committees and was in fact settled in 
consultation with my colleagues on the Committee who were present 
when the examination of witnesses was started at Poona. The 
proceedings of the examination of the witnesses will indeed show 
that full opportunity was given to witnesses to develop their ideas 
end any concrete schemes which they wanted to place before the 
Committee. 

2. Lala Ilarkislien Lai and six others of mv colleagues who have 
signed a note of dissent have voiced a grievance against my ruling 
which, according to them, took out of the purview of Hie Committee 
certain matters connected with the Reserve Bank for India. Feel- 
ing I did for reasons given in paragraph <500 of the report that 
these matters were not within the purview of the Committee, it 
was not possible for me to give any ruling other than that I gave. 


-The 12th June 7931. 


B. N. MITBA. 
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APPENDIX I. 

REPORT OF THE FOREIGN BANKING EXPERTS. 

( Vide para. 14 of Report.) 

Copy of a letter from G. G. Cassels, Esquire, Chairman, 
Committee of Banking Experts, to the Chairman, Indian 
Central Banking Enquiry Committee, dated the 12th 
March 1931. 

1 enclose herewith Report of the Banking Experts as provided 
lor by oar terms of reference together with the enclosures men- 
tioned therein. I understand that this report will be submitted 
together with your own report to the Government of India. 

Although the time was short, we are pleased to be able to meet 
your wishes and have this report in your hands before leaving 
India. We trust that our joint consultations will result in some 
lasting benefit to India. 

All these matters were discussed with Dr. Jeidels before his 
departure and he authorised us to include his name as one of the 
-signatories to this report ; therefore this report of the Experts is 
unanimous. 

I take this opportunity of acknowledging with sincere thanks 
the efficient services of Mr. V. K. Aravamudha Ayangar, C.I.E., 
Mr. R. P. Masani and Mr. K. C. Seth which were always cheer- 
fully rendered. 
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REPORT. 


Proceedings. 

According to the Resolution of the 22nd July 1929, we were 
appointed by the Government of India to have joint discussions 
with the Central Banking Enquiry Committee and to act as its 
advisers with the right to submit a separate report of our own, 
if necessary, to the Central Committee. In this case the Central 
Committee should submit our report together with its own report 
to the Government of India. 

From the date of our appointment we studied the comprehen- 
sive and instructive reports of the Provincial Banking Enquiry 
Committees and the statements of evidence given before the 
Central Committee. We landed at Bombay on the 12th of Decem- 
ber 1930. From that date till the 26th of January 1931 when we 
had our first meeting with the Central Committee, we travelled 
over a part of India in order to amplify our knowledge and to test 
our provisional impressions by examining the actual conditions. 
Wo had also many interviews with loaders in banking and industry. 

That we could not start our discussions with the Central Com- 
mittee before the 26th of January was because of the unexpected 
delay of the return of the Chairman of that Committee from 
London, where his attendance was required at the Round Table 
Conference. 

Owing to these circumstances and to the fact that one of our 
members was compelled to leave India on the 7th of February, 
the procedure, as originally intended, was altered. Instead of our 
joint discussions being based on the provisional conclusions of 
the Central Committee, we placed before that Committee, by way 
of aide-memoire , five memoranda, containing our views on the 
following subjects : — 

Commercial Banking; 

Industrial Banking ; 

Foreign Trade Finance — Exchange Banks ; 

The Money Market in India (including the Imperial Bank 
of Tndia and the prospective Reserve Bank) ; 

Banking Regulation. 

They are attached (Enclosures T — V) to this report. They formed 
the basis of our joint discussions, which took place from the 26th 
of January till the 16th of February. Thereafter the Central 
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Committee held separate meetings for drawing up their provisional 
conclusions on the subjects discussed with us. 

All matters pertaining to the co-operative movement are dealt 
with separately. Two of our members who are more especially 
acquainted with these matters, will, if necessary, submit a report 
of their own. Their work in India will not be concluded till after 
the departure of the other three members. 

Our joint discussions were resumed on the 4th of March to 
consider the provisional conclusions mentioned above. As a result 
of these further deliberations certain alterations, of which we were 
informed on the 10th of March, were made. The final conclu- 
sions, in which these alterations are included, are attached to this 
report as Enclosures VI — XL 


Scope of separate report. 

We have to state that the conclusions which are attached ta 
this report, form the only part of the Central Committee’s work 
on the respective subjects, with which we are concerned. We are, 
therefore, not responsible for any contents of the Committee's 
report apart from these conclusions in so far as we agree with 
them. We are pleased to state that most of them are in con- 
formity with the views expressed by us and the recommendations 
made in our memoranda. Apart from some slight alterations of 
detail, to which we acceded during the course of the discussions,, 
we maintain these views and recommendations in our memoranda 
as they stand. 

Certain fundamental differences of opinion could not be 
reconciled. We have, therefore, been compelled to avail ourselves* 
of the right, granted in our terms of reference, to submit a separate 
report. We endeavoured to take into account the specific circum- 
stances prevailing in India and to adjust our views accordingly, 
but we cannot accept recommendations, which are, in our opinion, 
unsound and contrary to banking principles which ought to be 
adhered to under all circumstances and in all countries. Our con- 
clusions are based on these principles and we cannot concern our- 
selves with ambitions or desires of a political or nationalistic- 
character. 

As already stated, the differences between the Central Com- 
mittee and ourselves are few in number. Tn view of this and of 
the fact that our memoranda are attached, this report will be 
short. Apart from a few general observations, it is confined to- 
the points on which we differ from the Central Committee’s con- 
clusions. 
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General observations. 

It is outside the purview of our task to enter into a description 
of the present banking system and its development in India. In 
so far as such a description was necessary for expressing our views 
or formulating our proposals, it is given in the memoranda vattached 
to this report. It is necessary to stress our conviction, that in 
the field covered by this report and taking into consideration the 
structure and the stage of development of the country, the num- 
ber of banking agencies and the amount available for the grant- 
ing of credit are not insufficient. In a country of a preponderat- 
ingly agricultural character, where a large majority of the popula- 
tion arc illiterate, the banking system cannot be expected to have 
reached the same level as in highly developed countries of an 
industrial character. Nevertheless the number of credit agencies, 
including indigenous bankers, is enormous. The amount of credit , 
granted by these agencies as a whole, though unknown, must 
be very great. 

Generally speaking, it cannot be gainsaid that whatever defi- 
ciencies there may be in the banking position in India, they are 
much more the result of the fundamental circumstances, which 
dominate the financial and economic life of India, than of lack 
of banking facilities. We are of opinion, that a strong and keen 
competition exists in banking. In so far as no banking possibi- 
lities are available, no modern banking facilities can be expected. 
No bank, working on sound principles, can be expected to extend 
its activities unless there is a fair prospect of reasonable profits 
being made in the near future. 

This does not alter the fact that at a later period a consider- 
able increase of banking facilities will be needed in accordance 
with the development of economic and financial life and, therefore, 
with the growth of banking possibilities. But it cannot be main- 
tained, in our opinion, that more could be expected at the present 
stage and under present conditions from the commercial banka 
for the spread of banking facilities over the country. 

Tt is our opinion that the immediate problem in connection with 
banking is not a question of expansion but of organisation, con- 
solidation and co-ordination. Existing banking agencies in India 
are marked off into different classes each doing a distinct kind 
of business without sufficiently close relations. This results in 
lack of knowledge and confidence within the banking profession, 
in an insufficiently developed money-market and in undue differ- 
ences and fluctuations in the rates of interest prevailing in the 
various parts of the country and charged by the various types of 
banking agencies. These detrimental consequences are aggravated 
by the absence of close and intimate relations between borrowers 
and lenders, between the customers and their banking agencies. 
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The solution of this main problem depends in the first place 
upon the constitution of a strong, well-equipped and in- 
fluential Reserve Bank. The paramount interests for the 
country involved in the establishment, within the shortest time 
possible, of such an independent institution, free from political 
influence, can hardly be over-estimated. 

The other recommendations which we have made to solve this 
problem are explained in our memoranda and have been, together 
with our proposals regarding the position and task of the Reserve- 
Bank, adopted by the Central Committee. 


Differences with the Central Committee. 

After these few general observations we shall now examine the 
differences of opinion between the Central Committee and our- 
selves. We will deal with these points under their respective 
headings. 


Commercial Banking. 

In our general observations we have already stressed our 
opinion that, taking into account the structure and the stage of 
development of the country, it cannot be said that the number 
of banking agencies and the amount available for the granting of 
credits, are insufficient. No bank, unless compelled by law to da 
so in return for advantages obtained, can be expected to open 
branches in places where no profits could be made or even losses 
would have to be incurred. The Committee mention in conclu- 
sion 1 (a) that the number of principal towns which possess a bank 
or a branch or agency of a bank, was only 339 in 1928. If we 
consider that in 1919 the number w 7 as only 185, so that during 
this comparatively short period of ten years, there has been an 
increase of 154 or 83 per cent, the figures seem to be not unsatis- 
factory and considerable extension of banking facilities has been 
achieved. In so far as the conclusions of the Central Committee 
could lead to the view that the commercial banks failed to provide 
the country with banking facilities which could reasonably be 
expected, we cannot agree with these conclusions. We are of 
opinion that no criticism in this respect can be made and it is 
only in accordance with the development of the financial and 
economic position of the country that a gradually growing number 
of branches or sub-agencies can be established. The anticipation 
expressed in the second conclusion, that it will be a long time 
before India is provided with a network of branches of joint-stock 
banks, seems, therefore, much more in conformity with the real 
state of affairs. 
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Our second remark refers to the absence of touch and the lack 
of knowledge resulting therefrom between borrowers and lenders 
in the principal money market centres, mentioned by the Central 
Committee as one of the reasons of the unimportant place which 
clean advances against the personal credit of the borrower only, 
occupy in India. Although the conclusions .themselves do not 
clearly indicate the defects, from which the undeniable absence of 
touch and lack of knowledge originate, we gather from our dis- 
cussions and from the recommendations made by the Committee, 
that it is the banks in the principal money market centres which, 
in the Committee’s opinion, are mainly responsible for, and could, 
by changing their methods, repair these defects. We cannot 
share this opinion. Admitting that, as we explained already in 
our memorandum on Commercial Banking (Enclosure I), these 
methods are open to improvement, we consider that it is in the 
first place the duty of the banks’ customers to supply their bankers 
with full information regarding their resources and the position of 
their affairs and to exhibit their properly audited balance sheets 
and profit and loss accounts. That a great difference exists 
between the attitude of the Indian bank customers and those in 
western countries can hardly be denied. Secrecy about business 
affairs seems to us much more cherished in India than in our 
countries. The keen competition which, especially in the principal 
money market centres, exists between the banks, makes it already 
improbable that borrowers of a sound financial standing would be 
refused reasonable credit facilities, if they were prepared to furnish 
the banks with full and reliable information about their position. 

Einancial Requirements of Industries. 

On two main points we are not in agreement with the con- 
clusions, reached by the Central Committee. 

Tn the first place we do not subscribe to the statement in the 
last sentence of the 3rd conclusion that industrial concerns in 
Tndia may reasonably be expected to have their working capital 
supplied by commercial banks, if adequate security to the satis- 
faction of the banks is offered. 

As we wrote in our memorandum on Industrial Banking 
(Enclosure II), it has to be made clear that it is not sufficient in 
itself that an industrial firm should put up its block from its own 
capital and that, having done so, the firm can appeal to banks for 
loans and assistance. Not only block but also normal working 
capital lias to be furnished out of the firm’s own capital, and 
before the firm is fit for Industrial Banking or Industrial Finance, 
it must have been in operation for a sufficient period to prove 
that it is strong enough. It cannot be sufficiently emphasised that 
these two conditions are essential, and to attempt a different way 
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of financing is not only unwarranted for the bank but also 
unsound and dangerous for the industrial enterprise. 

It appeared from our discussions that the expression “adequate 
security” used by the Central Committee, is meant as sufficient 
liquid security including the requisite margin. We must, how- 
ever, maintain our view that the normal working capital as well 
as the block capital should be put up by private or public subscrip- 
tion. We consider this as the sound arrangement so that the ex- 
pressions “ideal arrangement” and “minimum working capital” 
used in this respect in the second resolution, seem too weak to us. 

We understand by “normal working capital” the capital which 
the industrial concern can employ during the whole year on the 
basis of its present capacity, whilst only the amount in excess of 
that normal capital needed in the busy season, or in case of per- 
manent extension of capacity, in anticipation of an increase of its 
own capital, may reasonably be expected from bank credit. 

If the whole of the working capital of an industrial concern 
is borrowed money, part of the loan would become locked up and 
the concern would never be free from indebtedness to the bank. 
No commercial bank, which adheres to the sound and common 
principles that its credits ought to have a fluctuating and not a 
permanent character, and that its customers ought not to use 
their credit during the whole of the year, would be likely to con- 
sider such an advance as being suitable for its activities. The 
customer who has no reasonable prospect of being able to repay 
liis debt to the bank would expose himself to a serious danger if 
the hank should, for any reason, decide to call in its loan. 

Our second objection is directed against conclusion No. 11 con- 
cerning the supply by Provincial Governments of financial facili- 
ties to industrial concerns. Although the conclusion, for obvious 
reasons, leaves the decision and responsibility with the Provincial 
Governments, the Committee as a matter of fact advocate a 
system of extensive Government interference with, and assistance 
to, industrial business life. No restrictions are made with regard 
to the cases in which such assistance should be given. It is pro- 
posed that Provincial Industrial Corporations should be established 
and that the capital of these corporations should initially or per- 
manently be supplied by the Government. In any case the Gov- 
ernment should take such portion of the share capital of the 
Corporation as cannot be raised by public subscrip- 
tion. If it is found necessary by Government to offer a guarantee 
of interest on the debentures. Government may give limited 
guarantee, e.rj., limited to the first issue of debentures, or limited 
to a certain period of currency of the debenture issue. Moreover, 
Crovemment may, if necessary, purchase a portion of the deben- 
tures until a regular market has been created for these debentures. 
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Wo consider these suggestions as thoroughly unsound and we 
do not doubt that should the Provincial Governments follow the 
lines of these suggestions^ taxpayers would be involved in 
serious losses. The experience obtained under the State Aid to 
Industries Acts, now in operation in some of the Provinces, may 
serve as a deterrent example. This experience is the common 
one in cases where a system of extensive State aid in economic 
life has been introduced. 

We outlined in our memorandum on “Industrial Banking” 
(Enclosure II) on what lines and under what restrictions Industrial 
Corporations with Government assistance could, in our opinion, 
be started. Their work should be restricted to pioneer enterprise 
of a non-com pel itive character, the opening up of mineral resources 
and large public utilities, principally electrical power schemes. 
Small industry should he avoided. Financial assistance by Govern- 
ment ought not to exceed the taking up of the share capital. 

Referring to our suggestions and considerations in our memo- 
randum, we must most earnestly express a warning against the 
scheme evolving from these resolutions of the Central Committee. 

Financing of Foreign Trade. 

It is especially with regard to the wide divergence of opinion 
that has arisen on this subject between the Central Committee 
and ourselves, that we refer to the statement on page 4 of this 
report, that we base our opinion and our advice on sound banking 
principles. We cannot concern ourselves with ambitions or desires 
of a political or nationalistic character. It is our opinion that it 
is such ambitions or desires which underlie the recommendation of 
the Central Committee that a State Exchange Bank should be estab- 
lished. According to point 1 of the Committee’s conclusions it 
is considered not desirable that the country should be dependent- 
on the facilities afforded by non-Indian institutions for the financ- 
ing of foreign trade. No arguments for this opinion are given. 
The only matter-of-fact argument which wo can imagine, lies in 
the fear that the non-Indian institutions could at any time with- 
draw from the country, thus leaving India deprived of agencies for 
the financing of its foreign trade. We consider this fear to be 
without any foundation. It is in our opinion inconceivable that 
eighteen, generally speaking, strong institutions of high standing 
with activities and connections all over the world, would, of their 
own free will, withdraw from a working field, which must ho of 
importance to them. Tt is as inconceivable as that all the Indian 
joint stock banks would stop their operations and go into liquida- 
tion . 

Apart from this argument, we find in point 6 the indirect 
allegation that the foreign exchange banks could assist the Indian 
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merchants to a greater degree than they actually do. We dealt 
with this allegation in our memorandum on Foreign Trade- 
(Enclosure III) and can only state in this respect, that our dis- 
cussions with the Central Committee have shown no necessity for 
us to change what we wrote on the subject. 

From the point of view of banking principles wo do not hesitate 
to define the recommendation as unfair and thoroughly unsound. 
It aims at the establishment of a Slate Exchange Bank which 
would exclusively be entrusted with the work connected with 
foreign remittances of the Government. 

What we wrote in our memorandum on industrial Banking 
(Enclosure IB, namely, that “it would bo unfair and unjust if 
money of the Government would be used directly or indirectly to 
compete with private industry” applies no less to banking. Still 
more is this the case since the financing by the existing banks of 
India’s foreign trade meets, as far as we are aware, all require- 
ments. 

Competition would not be confined to the so-called Exchange 
banks. We fear that the detrimental consequences to the Indian 
joint stock banks would be worse. We take it as a matter of 
course that the State Bank would be allowed to take deposits and 
do inland credit business. This would encroach upon the field 
of all the private banks working in India, including the Imperial' 
Bank. In the initial stage, when the Indian exporters and 
importers have no experience of the efficient and sound working 
of the new institution, we expect that its deposits which would 
practically be guaranteed by the Government would, to a consi- 
derable extent, be transferred from the Indian joint stock banks. 
The harmful effects of such a reaction on the banking position 
of India need no illustration. 

This proves that the scheme is not only unfair and unjust 
but also unsound. Lt is not a business proposal. The banking 
situation of the country certainly does not require the creation of 
a new Exchange bank. The best evidence of this is produced by 
the fact, that the promoters of the scheme are olwiouslv convinced 
that such an institution can only be worked on an artificial basis. 
They do not expect that private capital will be available and they 
propose to grant the new Bank the monopoly of the foreign Govern- 
ment remittances. 

This last proposal would seriously hamper the task of the 
prospective Reserve Bank. According to section 21 of the Reserve- 
Bank Bill of 1928, that Bank will have the right to transact Govern- 
ment business including Government remittances in India and 
elsewhere. This is the only right principle and of practically 
universal application. The Reserve Bank, which has as its prin- 
cipal function to maintain the gold value and the stability 
of the monetary unit of the country, ought as a matter of course 
to have the monopoly of foreign Government remittances. We* 
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think it an indispensable condition for the fulfilment of the 
Reserve Bank’s task that Government remittances should be con- 
centrated in its hands which should not be tied down by compul- 
sory provisions based on sentiment. We greatly appreciated the 
fact that the Central Committee accepted our recommendations to 
strengthen the position of the Reserve Bank and to provide it 
with the powers necessary for the fulfilment of its task. We are, 
therefore, all the more disappointed that a proposal has been put 
forward which would in our opinion seriously weaken that position 
and those powers. According to our conception — and this, we find, 
is in conformity with the recommendations of the Hilton Young 
Commission — the Reserve Bank ought to be free to purchase 
foreign exchange either by tender or in the market, spot or for- 
ward, adjusting its operations to the circumstances of the moment. 
These circumstances may, and will indeed, frequently change. It 
would certainly interfere with the free action of the Bank and 
he detrimental to the general interest of the country if Govern- 
ment remittances wore confided to another institution whose action 
would not and could not be dominated bv the duty to maintain 
the international value of the currency of the country. It seems 
to us doubtful whether the system of purchasing foreign exchange 
by tender will be continued by the Reserve Bank. We think it 
by no means unlikely that the Bank will soon reach the conclu- 
sion, that private purchases spread over a longer time, either 
from the hanks or directly in the market, ought to be preferred. 
The Bank will have to build up its own stock of foreign exchange 
and out of this stock the remittances for the Government will 
then he made. If this system were to be adopted, it could never 
he settled in advance whether a purchase of foreign exchange would 
be made on behalf of the Government remittances or for strength- 
ening the Bank’s cover against its liabilities or in order to enable 
the Bank to sell foreign exchange at a later stage to banks or in 
the market to keep the rate of exchange within the gold points. 

The freedom of the Reserve Bank to regulate these remittances 
in concert with the Government, and to slacken or postpone them 
when exchange is weak, to accelerate or increase them when the 
opposite is the case, is one of the strongest weapons in the hands 
of the Bank to keep the currency of the country at par with 
gold. This weapon would he taken awav from the Bank or its 
efficiency would at anv rate he seriously weakened if the work 
connected with Government remittances were transferred to the 
Indian Exchange Bank. 

On all these grounds we feel compelled to advise most 
strongly against the adoption of this recommendation of the 
Central Committee. We are fully convinced that its adoption 
would shake international confidence in the financial policy and 
wisdom of the Indian Government. 
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If the Indian joint stock banks consider and decide that it is in 
their interest to establish by mutual co-operation a private Indian 
Exchange bank and to furnish the capital of that bank, we are 
of the opinion that it would not even then be advisable to create 
the new institution before the Reserve Bank has been constituted 
and before it has gained sufficient experience and influence to 
advise the Indian joint stock banks on the lines to be followed by 
the Indian Exchange Bank after it has started its operations. 

Tn No. 7 of their conclusions the Central Committee deal with 
the introduction of rupee bills for import business. This subject 
is also touched upon in the Committee’s conclusion No. 12 under 
the heading ‘‘Money Market”. 

Tn our memorandum on the Money Market (Enclosure IV) we 
wrote in this respect the following : — 

“In the above no mention has been made of the introduc- 
tion of Rupee bills in connection with the import 
trade of India. At the present stage we consider the 
improvement of the inland bill and money market as 
the fundamental and primary problem. This problem 
must be solved before progress to an appreciable 
extent can be expected in the use of Rupee bills for 
settling foreign transactions. The question as to 
what currency the bill will be drawn in, forms part 
of the conditions which have to be agreed upon by 
buyers and sellers. It needs no comment that they 
will try to find the cheapest solution. Under normal 
circumstances the currency of that country will be 
preferred where the lowest rate of interest prevails 
and the money and bill market is so well developed 
that no doubt can exist about discount facilities being 
available at any time during the currency of the 
bill. These conditions are lacking in India. As long 
as this is the case, trade and industry will be hampered 
and the cost of imported goods raised bv enforcing 
sellers of foreign goods to draw Rupee bills.” 

We are still convinced, that the passage, quoted above, con- 
tains the principles, on the basis of which this problem ought to 
be considered. The interest of the country is being served by 
financing its foreign trade in the cheapest way, that can be 
followed. To this extent we cannot agree with the opinion, men- 
tioned in conclusion No. 12, referred to above. Tf, by discount- 
ing the bills in the London Market, a cheaper method of financing 
can be obtained than by discounting them in India, the first 
method is, in our view, to be preferred notwithstanding its con- 
sequence that the practice to draw the bills in sterling will have 
to be continued. Tt cannot be denied, however, that, although the 
bills are drawn in sterling, the majority of them have no access to 
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the London Money Market hut are bought by the exchange banks 
on the conditions explained by the Committee in its conclusion 
No. 12, mentioned above. We suggest that the exchange banks 
should consider the possibility of changing the present custom to 
the extent that they would be prepared to accept the bills instead 
of purchasing them in the same way as “house” paper of a London 
exporting house is now accepted by the Exchange banks and dis- 
counted in the London market. If this suggestion could be 
followed— and we see no objections of real importance — the 
London Money Market would be opened to these bills and a better 
service would be rendered to the country than by enforcing the 
introduction of Rupee bills. It is not inconceivable that this in- 
troduction of rupee hills which not only depends on the co-opera- 
tion of the importers in India but also on that o f the exporters in 
other countries, might result in higher costs on the transactions 
than have to be paid under the present system. We are of opinion 
that in this respeet also no artificial measures should be taken and 
the most economic arrangement should be adopted. 


Money Mvrket tn India. 

Under the heading “Financing of foreign trade” we explained 
our views on the introduction of Rupee bills in connection with 
the import trade of India. This subject is dealt with by the Cen- 
tral Committee in their conclusion No. 7 under the heading 
'‘Financing of foreign trade” and in No. 12 of their conclusions 
on the “Money Market in India”. We may refer to what we 
wrote with regard to that conclusion No. 7. 

In the provisional conclusions Nos. 17 and 19 the Committee 
proposed that the Reserve Rank should be permitted 

to act as agent for anv Indian State and any member bank 
in the same way as it is empowered to act as agent 
for the Central and Provincial (lovermnents ; 
to act as agent in any place outside India, for any member 
hank and to sell foreign currency or pay out in foreign 
currency on their behalf, to collect bills in foreign 
countries, and to accept against adequate securities 
in India, bills drawn by or on behalf of the member 
banks. 

Although these provisional conclusions have been omitted from 
the conclusions as finally communicated to us, we consider the 
matter to be of such importance that we feel it necessary to deal 
with it in our report. 

We must object to this extension of the task of the Reserve 
Bank in so far as member banks are concerned. We fully agree 
with the opinion expressed by the Joint Committee of the Legis- 
lative Assembly, to which the Reserve Bank Bill was referred 
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In their Report of the 18th August 1027, they wrote on page 3 
against sub-clause (13) : — 

“We think that the power of the Reserve Bank to open 
accounts and act as agents of other banks should be 
restricted to central banks which are the principal 
currency authorities in their respective countries and 
among which we include the Federal Reserve Banks 
in the United States of America.” 

We consider this the right conception in accordance with the 
practice in most other countries. Especially with regard to the 
foreign exchange business of the Reserve Bank, we see great 
objections to the Bank acting as agent for member banks, using 
part of its holdings in foreign currency and doing acceptance busi- 
ness on behalf of these member banks. The activities of the 

Reserve Bank in the field of foreign exchange must on principle 
be restricted to what is necessary for performing its principal duty, 
i.e., to keep the currency of the country at par with gold, in any 

case at a value between the upper and the lower gold points. It 

would be dangerous in our opinion to encroach upon this principle 
by inducing the Reserve Bank to place part of its foreign assets 
at the disposal of member banks on behalf of their foreign 
exchange business. 

Conclusion 26 proposes to allow the Reserve Bank, if any 
approved joint stock bank opens branches at a centre where there 
are no joint stock banks, to place, for the first five years, a deposit 
with every new branch so opened of such sum and on such terms 
and conditions as it may consider necessary. 

We are not in favour of this proposal. It could be interpreted 
in this sense that the Reserve Bank would he entitled to place 
these deposits without security and at a concessional rate of in- 
terest. This would mean the granting of clean credits and sub- 
sidies which would be contrary to the principles on which the 
policy of a Reserve Bank must be based. If this is not the inten- 
tion, we see no reason for the recommendation since the Reserve 
Bank could in these eases grant a credit to the Bank* against 
adequate security under the general rules of the Act. 

The Imperial Bank of India. 

Tn the second resolution it is stated that the restrictions im- 
posed by the present Act on its transacting foreign exchange 
business or other class of business which are not imposed on the 
operations of Indian joint stock banks, should be withdrawn. 

We were informed during our joint discussions that it is the 
intention that the proposed action should not be taken before the 
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Eeserve Bank has been constituted. We agree with that inten 
tion since we are of opinion that having regard to the comparatively 
low cash reserves of the Indian banking system, the Imperial 
Bank should not undertake any new task before the Reserve Bank 
has started its operations. 

According to the third resolution, any other matters connected 
with the Imperial Bank Act will be considered by the Committee 
separately. 

It needs no comment that we are not responsible for the con- 
clusions, to which this consideration will lead the Committee. 

Regulation of Banking. 

With regard to this subject we felt the difficulty that a very 
t borough, detailed knowledge of the circumstances prevailing in 
India is necessary to give definite advice on all suggestions placed 
before the Central Committee. Moreover, the Committee them- 
selves had not formed their opinion about many of these sugges- 
tions when our joint discussions took place. We agreed, therefore, 
to leave the decision on the 68 points which are mentioned in state- 
ment B attached to the conclusions, to the Committee in so far 
as we had no objections on principle or did not fear that the 
adoption of the suggestions would hamper the sound and free 
development of banking. Tn connection herewith, we distinguish 
between the conclusions of the Committee and the suggestions in 
statement B upon which no such conclusions have been arrived at. 

Conclusions of the Central Committee. 

We are in agreement with these conclusions with the exception 
of the following points. 

Conclusion 4 , sub-paragraph (II). — As stated, the Committee will 
later consider the question whether the form of Balance Sheet and 
Profit and Loss Account prescribed in the Indian Companies Act, 
is adequate. 

We "wish to warn against compelling banks to disclose parti- 
culars of their business to such an extent that their position would 
he damaged. 

Conclusion 4 , sub-paragraphs (15), (16) and (17 ). — These provi- 
sions iccommend a system of licensing hanks. The licences, to be 
granted by the Reserve Bank, would be required for doing banking 
business in India and for the opening of new branches. Licenses 
should be freely granted to the already established’ banks and it 
would be the business of the licensing authority to see that the pro- 
visions of the law and any other conditions specified in the licenses 
are complied with. 
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We are generally not in favour of the introduction of a licensing- 
system. Banking ought to he left to free compel ition and its deve- 
lopment ought not to be hampered. We recognise, however, that 
if the Reserve Bank is made the licensing authority, our objections 
would be met to a great extent since we take it that the Reserve 
Bank would handle the system in a sound and impartial way. We 
do not, however, agree with the reasons given in justification of 
the recommendation. We consider that the protection of the inter- 
ests ol depositors by means of licences will be a dangerous respon- 
sibility for the Reserve Bank to undertake. We further think that 
the control over the banks operating in the country should be 
obtained by the Reserve Bank by means of its discount rate and its 
open market policy and not by means of the licensing system. The 
opening of branches by banks, working already in India should,, 
in our opinion, in any case be left free from any interference by 
the licensing authority. This opinion is endorsed by the Committee* 
in their conclusions on Commercial Banking, where they write in 
Conclusion No. 3, that it is not advisable in the larger interests 
of the country to restrict in any way the branch activities of the 
banks in India, even though it may result in overbanking in certain 
up-country places and in weaker banks, under the stress of com- 
petition, offering higher rates for deposits and accordingly giving 
loans at higher rates and increased risk. 

We consider this reasoning, with which wo fully agree, in- 
consistent with the recommendation to make the opening of new 
branches dependent on the approval of even the Reserve Bank. 

With regard to the already established hanks, we deem it a 
fundamental requirement of fairness and bona fidcs that licences 
should not only be freely granted hut should also be automatically 
renewed as long as the provisions of the law are complied with. 
Apart from this, the licence should not impose any conditions on the 
existing banks. 

The Committee recommend that annual statements showing the 
assets and liabilities of Exchange Banks relating to Indian business 
should be furnished by them to the Reserve Bank as a condition of 
the grant of licences. Though we are not opposed to such annual 
statements, we consider that their submission should not be made 
a condition of the grant of licences. In our opinion the submis- 
sion of any statements by the Exchange Banks should be provided 
for in the Reserve Bank Act itself. 

Conclusion 5 , sub-paragraph ( 1 ). — We are of opinion that the 
Articles of Association should contain a proper regulation of the 
allocation of profits as proposed in conclusion 6 sub-paragraph (3). 
The formation of extra reserves should be left to shareholders on 
the recommendation of the Board of Directors. 
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' Suggestion s ( Statement B in Conclusions of Central Committee) . 

We are prepared to leave the decision on the suggestions not 
mentioned hereafter, to the free decision of the Central Committee 
so that we have no comments to offer with regard to those points. 

Suggestions (/), (2) and (3). — We are of opinion that the deci- 
sions to what extent clean advances and advances against immov- 
able property may safely be given must be left to the management 
under control of the Board of Directors and under supervision of 
auditors. The same is the case with advances to an individual 
without security and witli the amount advanced to any single indi- 
vidual or to any single concern. As we stated in our Memorandum 
on Banking Regulation (Bnclosure V), the full responsibility ought 
to he left with the management and the Board of Directors and 
no measures should he taken which would weaken that responsi- 
bility. The limitation of clean advances would, moreover, conflict 
with the Committee’s conclusions (12) and (13) on Commercial 
Banking. 

Suggestions (6) and (7). — Restrictions on investments in shares 
■and debentures of joint stock companies and restrictions as to short 
term and long term business must be d< precated on the c ame 
grounds as mentioned above, whilst especially suggestion (6) would 
hamper the development of industrial finance as advocated by the 
Central Committee in their conclusion No. 7 on Financial require- 
ments of Industries. 

Suggestion (10). — Reservation of the field of agricultural finance 
for the co-operative banks would he detrimental to agricultural 
finance, which is only covered at present to a very small extent by 
the co-operative movement, and to the development of banking 
facilities. 

Suggestion (11). — Prohibition of a joint stock bank or its 
branches in town having a population of less than 25,000 would 
seriously interfere with the extension of banking agencies, so 
strongly advocated by the Central Committee (see conclusion 3 on 
•Commercial Banking). 

Suggestion (12). — A provision for licensing all persons doing 
Ranking business would, in our opinion, be impracticable, specially 
with regard to indigenous bankers arid money-lenders. 

Suggestion (14). — We cannot recommend a provision enabling 
-auditors to publish instances of window-dressing in a schedule 
attached to the balance sheet. Auditors have the right to call 
attention to abuses in their reports. 

Suggestion (19). — We are of opinion that directors of a bank 
may not he deprived of their rights as shareholders and that they 
are the proper representatives of the shareholders to hold proxies. 
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Suggestion (20). — The provision requiring that returns of up- 
country branches of banks should be certified by qualified local 
auditors, would be impracticable and too costly. The inspectors 
of the bank itself are the proper auditors for its branches, whilst 
the auditors of the bank should audit such branches as they consider 
necessary, 

Suggestion (22). — We are against the appointment of a Control- 
ler of Banks. In any case we would advise not to take this step 
before the Reserve Bank has considered the matter and given its 
advice. 

Suggestion (23). — To authorise shareholders of a bank holding 
l/10th of the capital to apply to the local government for the in- 
vestigation of its affairs by inspectors seems to us dangerous. 
l/10th is too small a .proportion for the handling of a right, the 
exercise of which will seriously affect the bank’s credit. 

Suggestion (24). — We are of opinion that the clause requiring 
applicants for inspection to give security of payment of the cost of 
the enquiry, serves a useful purpose in preventing frivolous applica- 
tions and that this clause should be maintained. 

Suggestion (25). — Since we do not approve of creating a Control- 
ler of Banks, we cannot support this suggestion. 

Suggestion (26). — We have no objection to this suggestion if 
amended as follows : — 

‘‘Provision thajt the expenses of enquiry shall be borne by the 
State, if it results in prosecution and in other cases by 
the applicants.” 

Suggestion (28). — We are opposed to this suggestion because 
we can conceive circumstances, such as the formation, by Indian 
joint stock banks, of an Indian Exchange Bank, where it would be 
desirable and logical that the directorate of the Exchange Bank is 
composed of directors of its founders. 

Suggestion (31). — We see no reason why, in the case of voluntary 
liquidation, the director of a bank should be prohibited from acting 
as its liquidator. 

Suggestions (32) and (33). — We are of opinion that the removal 
of a director from office and the retirement of directors are matters 
for shareholders to decide. 

Suggestion (34). — We cannot agree with this suggestion since 
the right of a director to resign ought not to be restrained. 

Suggestion (35). — We cannot recommend this suggestion since, 
as stated already, we are of the opinion that directors should not 
be deprived of their rights as shareholders. 
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Suggestion (37 ). — We cannot advise the adoption of this sug- 
gestion. The question whether and to what extent statements of 
affairs should be submitted to the shareholders, is a matter which 
should be left to the general meeting of shareholders to decide. 

Suggestion (39 ). — A provision requiring that every institution 
doing banking business in India should have a majority of Indian 
directors, would interfere with the obvious right of the shareholders 
to select such directors as they think most suitable. 

Suggestion (40 ). — We think it impracticable to fix a minimum 
standard of qualifications for the manager of a bank. The choice 
of an able and experienced manager ought to be left to the Board 
of Directors and the shareholders. 

Suggestion (44 ). — The relations between a bank and its depo- 
sitors do not justify the power of the latter to elect their own repre- 
sentatives on the Board of Directors. 

Suggestion (50 ). — Prohibition of share hawking is impracticable 
and cannot be supported. 

Suggestion (51 ). — We have no objection to a prohibition of blank 
transfers of shares if an exception is made for loans against shares. 

Suggestion (52 ). — To prescribe a time limit within which trans- 
fers should be registered, would not be necessary if suggestion (51) 
be adopted. 

Suggestion (58 ). — We have no objection to a provision requiring 
information to the Central Banking Authority regarding closing of 
branches, whereas we must strongly advise against the prohibition 
to open a new branch by any banking institution in India without 
the permission of that Authority. We explained our arguments for 
that advice under conclusion 4, sub-paragraphs (15), (16) and (17) 
above. 

Suggestions (61) and (62 ). — We are against these suggestions 
because we consider these prohibitions to acquire controlling in- 
terests in banking institutions an unwarranted interference with 
the obvious right of the shareholders to disjxxse of their property. 
The decision whether steps of this kind should be taken, ought to 
be left to shareholders. 

Suggestion (63 ). — We are of opinion that it would not be wise 
to provide special safeguards for protecting the interests of deposi- 
tors and other Indian creditors in the event of winding up of non- 
Indian hanks. Tf every country where a foreign bank is working 
did the same, the bank would have to split up its assets against 
its liabilities in several countries. Apart from the impracticability 
of such a procedure, it would weaken the position of the whole 
institution and therewith the position of the creditors. 
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Suggestion (64 ). — We are opposed to any preference being 
given to any class of depositors. 

Suggestion (65 ). — We are against this suggestion. If a certi- 
ficate were taken from the Advocate General or from the Registrar 
of companies before anybody takes criminal proceedings against 
a banking company and the Advocate General or Registrar allowed 
the case to proceed, the position of the bank would become at once 
most serious and much worse than under the present situation. It 
.can, moreover, not be expected that the application for a certificate 
would be kept secret so that the suggested remedy would prove 
inefficient. 


G. C. CA8SELS. 

L. J. A. TRIP. 

B. CURRIE. 

A. P. McDOUGALL. 
A. FRIEDERICH. 
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ENCLOSURE I. 

Commercial Banking. 

In the exact sense of the word Commercial Banking in India is done 
by the Exchange Banks as well as by those banks which are dealt with 
in this memorandum, but the Exchange Banks specialising more or 
less in the financing of the Foreign trade of the country are generally 
and also in the Banking Enquiry considered as a special group which 
we shall here deal with principally as far as they compete with the 
other banks. They do so in giving commercial and industrial and 
also up-country credits and they compete in taking deposits. While 
the Exchange Banks have their head office abroad and their capital in 
other currencies than rupees, there exists a line between them and 
Indian Joint Stock Banking through the majority ownership of the 
Allahabad Bank resting with the P. & O. Banking Corporation which, 
again, is controlled by the Chartered Bank of India, China and 
Australia. 

Other agencies for commercial banking are the Imperial Bank, the 
Indian Joint Stock Banks and the Indigenous Banker. 

Of the Imperial Bank and the Joint Stock Banks, it may be said 
that they do — with the exception of foreign exchange business, which 
is not allowed to the Imperial Bank and which seems to be only slightly 
cultivated by the few r larger Joint Stock Banks — the regular banking 
business like English banks. As far as their business differs from the 
pattern it is mainly due to special Indian conditions, the limited 
bill and money market and the particular kind of merchandise ser- 
ving as security in a country of prevailing agricultural production 
and export. The lack of a Central Banking Institution is not 
excessively felt, it seems, in the business of the Joint Stock Banks, 
as the Imperial Bank serves apparently as Bankers’ Bank to satisfac- 
tion although it is not quite convenient to use a Bankers’ Bank, which 
is at the same time the most important competitor. Very little or 
no use at all is made of banks’ acceptances; this may partly be due 
to the pattern of the English Banks which formerly but not any longer 
— left the acceptance business to special firms or institutions relying 
themselves for their working capital mainly on the vast resource of 
deposits; the principal reason lies, however, apparently in the limited 
money-market, in India. With a development of the money-market, 
perhaps after the formation of the Reserve Bank of India, the bank 
acceptance may come more in use and may widen the banking facilities 
offered by the commercial banks, especially for purposes where cheap 
and regular three months’ credit is desirable. 

The statement, that the Imperial Bank and the Joint Stock Banks 
serve the banking requirements more or less on the English 
pattern, means that they are not doing the industrial financing 
business nor any stock exchange business which is left in England to 
the private banker, respectively the stock broker, and that these 
Indian banks are not doing the universal business on, the Continental 
European or so-called German line. As there is no general agency in 
this country devoting its banking activities to the business done by 
the London private banker, it is no doubt worth the while to examine 
the question whether these commercial banks ought not to accept the 
German system of more universal banking? It would not necessitate- 
their taking up stock brokerage business as well; this could remain in 
the present condition w T ith a somewhat closer relation of the banks 
to this or that stockbroker’s firm which becomes useful when the banks 
take up industrial financing and issuing business. We shall deal with 
this problem, so closely connected with Industrial Finance and with 
the Investment Market, when these subjects are discussed. 
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From a mere banking point of view, the principal features of com- 
mercial banking in this country are two; the large amount invested 
in Government securities by the banks and the prominent position 
held among the banks’ loans by those given against actual merchandise 
deposited either in the banks’ godowns or in the Proper legal form 
with the customer. Both classes of banking investments signify a 
comparatively undeveloped banking system, but it cannot be doubted 
that under existing circumstances no change of policy is possible. The 
large investment in Government securities takes partly the place of 
marketable bills— rediscountable with a Central Banking institution- 
in western countries, at least to some extent, and it will have to be 
seen whether and when with the Reserve Bank in existence there can 
be a change in the present method. The stimulation of a bill market to 
replace the Government Securities as practically sole liquid reserve, 
will have to a certain extent to compete with the habit of the (Govern- 
ment, in no way illegitimate, to raise money in a market in which the 
cash resources of banks create a permanent demand for Treasury Bills. 
While at present no change in policy can be recommended, it is to be 
hoped that the Reserve Bank, the early establishment of which is 
strongly supported by the experts, will cultivate with the banks a 
system of preferential investment in bills and the holding of Govern- 
ment Securities as an additional reserve. 

With regard to the system of tangible security in merchandise for 
bank loans, we think matters must also for the present more or less 
remain as they stand. While with further development, with the in- 
creasing number of firms of undisputed standing the reluctance of the 
banks to loan against block-mortgage or without security, will by and 
by diminish, no steps must be taken to prematurely encourage the 
Hbanks to be less cautious arid conservative in granting credits. Com- 
petition among banks, in this field particularly, can be relied upon 
as a progressive element. An important factor in restricting the banks 
to the somewhat crude forms of loaning against perfectly tangible and 
saleable security is the legal position of the Indian customer. It is 
not in the reach of a banking expert to devise changes in that system, 
but it is to be recommended that this field be investigated by legal 
experts with a view to remove some of the objects against less strin- 
gent rules with regard to security. 

To encourage more than at present the granting of unsecured bank 
loans, the commercial customer ought to accustom himself to divulge 
more freely to his banker his financial position. Secrecy about busi- 
ness affairs is much more cherished in India than in western countries 
and it is a great impediment to modern banking. Information about 
the customer seems to be at present gathered by the bankers more by 
listening to the rumours in the Bazaar, than from the customer’s own 
statement. Some Indian Chamber of Commerce ought to study this 
problem seriously with the object of finding some system of collecting 
reliable information which suits the needs of the creditor and is as 
much as possible in conformity with Indian customs. 

The Joint Stock Banks and the Imperial Bank are cultivating a 
kind of business which may seem unimportant from a western point of 
view, but has the advantage of encroaching upon the field of the money- 
lender ; the loans against personal ornaments. It may help to accustom 
a part of the population to the use of banking facilities for borrowing 
and for saving. 

An important problem is the use of vernaculars in the various 
fields of banking. Efforts are apparently being made to introduce and 
at the same time standardise the use of vernaculars. Perhaps the Im- 
perial Bank sees its way to bring about in conference a joint attitude 
of the commercial banks in this matter which is also apt to accustom 
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the population to make use of banks and indigenous bankers instead 
of less desirable credit agencies. 

When studying the Commercial Banking System of a country, three 
main questions occur: — 

1st. Are the banking facilities sufficiently extended ? 

2nd. Does the competitive position between the various kinds- 
of banking institutions suit the needs of the country and 
does the prospective evolution call for interference? 

3rd. Is the standard of banking throughout as high as neces- 
sary to protect the interests of the public and particularly 
of the depositor ? 

1. The question whether the banking facilities of India are sufficiently 
large for the economic needs of the country has in the Enquiry been 
almost unanimously answered in the negative by — the non-bankers. 
This criticism cannot be fully upheld from an expert point of view, 
as the decision cannot lie exclusively with the statement that demands 
for more or cheaper credit are not satisfied in many localities. The 
establishment of a bank oi a branch has to dtpend equally on the 
prospect of soliciting deposits. Evidence to the Banking Enquiry 
contradict themselves in a significant way, some criticising that 
deposits received in one district are not used for the banking needs in 
the same district, and others complaining that localities not yielding 
themselves sufficient resources are not properly supplied with banking 
credits. That the country is not abounding with untapped banking 
possibilities is shown by the development of the deposits with the Im- 
perial Bank. While this bank had under its agreement with the Gov- 
ernment to open a great number of new branches in the last ten years, 
its deposits have during this period not increased accordingly, if at all, 
as the following figures of its deposits from the public for 1919 to 1928 
show (in lakhs of rupees). 6821, 7802, 6578, 5701, 7420, 7671, 7783, 7390, 
7207, 7130. 

The figures for Joint Stock Banks and the Exchange Banks, in spite 
of the establishment of new banks and branches, are quite similar, and 
the total of batik deposits have developed as follows during the period : 
20384, 22630, 22114, 19541, 19033, 20253, 20629, 20859, 20523, 20879. 

It is even doubtful whether or not some up-country places are rather 
over-banked. There is a danger in too many banks or branches com- 
peting in a locality as it leads the weaker banks to offer higher rates 
for deposits and accordingly to give loans at higher rates and increased 
risk. 

The Imperial Bank has and the Reserve Bank will have a good in- 
sight in the proper geographical distribution of banking facilities, and 
the Reserve Bank should be able to exercise some influence in this 
direction. At the same time the practice of the Imperial Bank to 
establish sub-stations in less important places ought to be encouraged. 
The 1 mperial Bank and other Joint Stock Banks ought to study Ihe 
advisability of attaching suitable Indigenous Bankers to their oigani- 
sation ; we shall revert to this. 

2. The competitive position of the Imperial Bank, the Exchange 
Banks, the Indian Joint Stock Banks and the Indigenous Banker does r 
in our opinion, not call for outside interference. On the whole, free 
competition will for many years act as the best guide for progressive 
development. No interference by legislation, or otherwise, beyond the 
educative influence of a Reserve Bank, ought to prevent to any extent 
the appearance of new and the disappearance of unsuccessful banks. 
A chance must be given to the fittest. Official assistance is given to 
some Joint Stock Banks in a few Indian States, but we do not recom- 
mend it for imitation, although it may not be unsuited for smaller 
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independent districts. The Government balances should remain con- 
centrated with the Imperial Bank. They will anyhow, in future, be 
administered by the Reserve Bank and in the meantime we doubt 
whether with the Imperial Bank the financial benefit of varying 
Government balances is not counter-balanced by the increased per- 
manent expenditure connected with the services to Government. 

The Imperial Bank in its present form, and more so even in future, 
when it will be purely the biggest Indian Joint Stock Bank, deserves 
and may expect a prosperous development. In another section of our 
discussions we would like to investigate whether the banks’ activity 
could or should not expand to cultivating sound methods of industrial 
finance. The other Joint Stock Banks generally are in our opinion 
bound to benefit,' if the Imperial Bank can through its own successful 
career strengthen general confidence in Indian Banking. To give the 
Imperial Bank the right to deal in foreign exchange even previous to 
the automatic removal of the present restrictions, when the Reserve 
Bank comes into existence, is scarcely to be advocated, although the 
building up of a net of international connections would probably be 
beneficial under many aspects. Its present capacity as Bankers’ Bank, 
the Government business and the completion of the up-country organi- 
sation, may not allow a further extension of the banks’ sphere of 
activity before the rather radical change in its constitution comes 
naturally with the appearance of the Reserve Bank. 

The future development of the Joint Stork Hanks with the excep- 
tion of the small number of well established institutions seems less 
secure. Past unfavourable experience is not certain to have led to a 
thorough change of system. There is no co-operation between Joint 
Stock Banks which could improve the standard, eliminate weaker ele- 
ments and foster the combination of smaller banks to larger units. 
Almost all countries know besides such institutions which serve special 
joint purposes like Clearing House Associations, Bankers’ Institutes, 
etc., some organisation to further the interests of the profes- 
sion, offering expert advice to the Government and endeavouring to 
uphold and improve the professional standard among the members. 
Such co-operation and the creation of a Joint Stock Banker’s Associa- 
tion is strongly recommended. It will be helpful to safeguard the mem- 
bers’ interests when the Reserve Bank will establish a policy of classi- 
fication among those banks with which it intends to do business. A 
valuable pattern is supplied by the Bankers’ Guilds in China which 
organise and educate their own members and keep in touch with other 
groups. Some material is available with the experts. No obstacles 
should be put in the way of mergers between smaller Joint Stock Banks 
by stamp duties or taxation, -and if such obstacles exist they should 
be removed. 

One of the most important problems of Commercial Banking in this 
country is the future position of the Indigenous Banker. Can he be 
linked up to the rest of the banking system ? The Banking Knquiry 
has brought to light much interesting material on the Indigenous 
Banker in the various provinces, but it calls for further penetration 
and the experts suggest it for special discussion, eventually in con- 
junction with some Commercial Banks. There may be several ways 
how the Indigenous Banker can be linked up more closely to the bank- 
ing system. He may for himself and others with which he already 
does business, form a joint stock bank. The Imperial Bank or other 
Joint Stock Banks may affiliate him as agent for collecting deposits 
or giving loans under supervision. This position may be strengthened 
by a rule to be established by the future Reserve Bank, which, if he com- 
plies with it, would create a distinguished rank of indigenous bankers. 
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All these possibilities ought to be further examined and discussed 
between Committee and experts. The future Beserve Bank will have 
an important influence on the development or decay of this banking 
agency, and it may here find an instrument in expanding the habit 
ol’ commercial bills. 

The Co-operative Credit Institutions have tried to build up a bank- 
ing business among its members in the familiar triple organisation of 
local societies, district or central banks or banking union and the pro- 
vincial apex Banks. The competition ol the co-operative movement 
with ordinary banking as well as with Indigenous Bankers is not liable 
to create much sympathy for the movement just in banking circles 
and particularly so where the co-operative credit organisations appeal 
also to outside depositors who are not members. The co-operative 
movement in spite of imperfections and of unavoidable set-backs 
deserves every possible assistance from all quarters, because there is no 
better instrument for raising the level of the agriculturist of this 
country than the co-operative effort, and a strong appeal to the banking 
interests of the country to assist this movement seems not at all 
out of place. The Imperial Bank particularly ought to continue and 
to increase its endeavours to supplement the present organisation of 
co-operative credit with expert advice in a business spirit and with 
financial assistance. It may be a source of profitable business for the 
Imperial Bank. A well-known German Bank 25 years ago establish- 
ed itself in a special department which is quite profitable, as an 
apex bank to one of the two large co-operative institutions of the 
country. A publication by the Dresdner Bank is available. 

3. With regard to legislation to protect the public against abuse 
on the part of dishonest or incompetent bank management, a general 
observation must precede the examination of actual suggestions. 

The principle followed in some countries, e.g», in Germany, of 
regulating all stock companies, banking and otherwise, in one com- 
pany law, has great merits. The protection of the shareholder includes 
automatically and efficiently the protection of the creditor. The com- 
pany law can regulate for all stock companies the minimum capital, 
the provision to put up new capital in real cash, the duties and rights 
of the Board, rules on the distribution of profits and the formation of 
reserve funds, etc. A special legislation is rarely a real protection; 
if it is evaded and if it does not prevent bank failure and mismanage- 
ment, it is liable to reduce in the population the respect of law. In 
the U. 8. A. in every crisis as again in the present one, hundreds of 
smaller Joint Stock Banks fail with the effect of shattering general 
confidence. All those banks comply with the numerous legal provisions, 
have their balance sheets audited and publish a weekly statement. Their 
failure is attributed by some largely to a special legislation which 
attempts to prevent a domination of the country by large branch banks 
sitting in the big centres of the country, the popularly so called money- 
trust, and which is meant to encourage the development of local eco- 
nomic resources. With these purposes the American Law, partly federal 
partly sta^o laws, forbids the opening of branches interstate and, with 
the exception of about 10 states, also inside of a state, preventing 
thereby a sound distribution of risks. 

Of the proposals made during the Banking Enquiry, which has been 
particularly fertile in suggestions of this kind, the following deserve 
most sympathy: — 

(a) Who should he entitled to use the name of ‘Bank’ or 
‘ Banker ’ ? A proper definition seems very difficult and 
rather unnecessary in a country where the majority of the 
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population is illiterate and more familiar with the money- 
lender than with the banker. A compulsory separation of 
trade from banking in order to give banking a privileged 
position may in future be, but seems not at present a policy 
to be recommended, and to distinguish a banker by a 
licence-system is at least at present a doubtful measure. 

(b) Minimum capital for Joint Stock Banks . — As obvious at first 

sight, such prescription is difficult and ineffective in 
practice. It would have to be a provincial regulation 
because in some districts the minimum can be lower than 
in others, but even the province will prove to be too large 
a legislative unit. A capital of one lakh may be used to 
establish a sound little banking institution, while five lakhs 
of capital may be utterly mismanaged. What seems really 
urgent is to abolish the abuse of a large authorised and 
very small subscribed and a still smaller paid-up capital. 
It is found and certainly sometimes meant to mislead the 
public. It would be advisable to give authority to the 
registrar of companies to inhibit this abuse. 

(c) Auditing of balance sheets. — Inside of the provisions of com- 

pany Law, making the audit compulsory in India like in 
most but not all countries, there is a great variety of 
possibilities to ensure competent auditing, and the experts 
will give advice in a special memorandum based mostly on 
English, American and Canadian experience. This is one 
of the matters in which the proposed Joint Stock Bankers 1 
Association can do helpful service to the profession. 
Auditing is much more efficient if the selection of audi- 
tors is backed by the common interest of a community 
desiring to improve the professional standard. 

(<7) Publicity . — The future Reserve Bank will be the best 
authority to rule on a standard of such publications as 
it is done in many foreign countries. It requires, of 
course, an education of the public to read such state- 
merits and the best judge will be again the Reserve Bank. 

Attention may be drawn, without making it a formal suggestion, 
to a German form of Joint Stock Company which is used there to 
a certain extent by bankers. A short memorandum is submitted on 
the institution of what may be called in translation ‘Limited Com- 
panies in partnership with unlimited liability of the partners 7 . The 
‘ K om manditgesellsrhaft auf aktien ’ is a joint stock company where 
at least one person, who also manages the company but does not 
necessarily hold shares, is personally liable to the creditors of the 
company. This or these persons are so-to-sav. the partners of the 
community of stockholders; their position towards the stockholders is 
therefore more independent than that of a manager or managing 
director; his income consists in a share of the profits. The form had 
been almost abandoned in Germany but has come in use again more 
recently with banks because it naturally increases the confidence of 
the depositors. One could imagine that this legal form has some 
attraction with smaller joint stock banks in this country, because it 
removes the depositors apprehension that the directors may, as has 
unfortunately been the ease ocasionallv, manage the bank unduly in 
their own interest, and if may apnea! to the indigenous bankers to 
form a joint stock company in which they will occupy an independent 
position justified by their personal liability. Every company law 
ought to offer various models of Joint Stock Companies for selec- 
tion, and this may be one among others. 
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ANNEXURE. 

Kommanditgesellschaften auf Aktien. 

(Joint stock companies in which at least one holder is liable , personally 
and without limit , for the company's debt.) 

History : 

The form of the “Kommanditgesellschaft auf Aktien” (abbreviat- 
ed : “K.a.A.”) is historically due to the fact that, contrary 10 the 
ordinary Joint Stock Company (Aktiengesellschaft) the foundation of 
a “K.a.A.” did not formerly depend on the grant of a licence. After 
the licence-system had been abolished by law in the year 1870, the 
possibilities of making use of this special form of company became 
even more limited. The legislation enacted during and after the war, 
however, offered new chances for its application. Apart from certain 
tax privileges, it proved easier to form new banking firms in the 
shape of a “K.a.A.” than as ordinary Joint Stock companies. Indeed, 
the fiscal authorities granted the right to accept deposits more easily 
to a company with personally liable partners whose participation in 
the comp&ny could not be assigned to other parties without the con- 
sent of these authorities, than to an impersonal Joint Stock Company 
the shares of which could not be controlled with absolute security. 
Besides, the “K.a.A.” offered an additional advantage inasmuch as 
it permitted to oppose with better chances of success than with joint 
stock companies the danger of passing under the control of foreign 
capital (Uberfremdungsgefahr). Finally the position of the personal- 
ly liable partner is different from, and safer than, that of the 
managing or executive committee (Vorstand) of a joint stock company. 
Indeed, the personally liable partner is a partner who owes his posi- 
tion to the articles of association of the company, while a member of 
the managing committee of a joint stock company is, economically 
speaking, an cmplnjee of that company. 


Characteristics of a “ Kommanditgesellschaft auf Aktien 9 ' 

One or more partners are liable, personally and without limit, to 
the creditors of the company. (Personlich haftende Gesellschafter, 
Ge^chaftsinhaber or Komplementarc). All others participate in the 
company as limited partners with participations in the capital which 
is divided into shares. (Kommanditisten, Aktionare Anteilseigner.) 
The Law does not provide as in the case of ‘ ‘Kommanditgesellschaften*’ 
(limited or special Partnerships), that the “limited partners” (Komman- 
ditisten) shall he liable to the company’s creditors. The “limited 
partners” of a “K.a.A.” arc for all practical purposes shareholders of 
the company. The “K.a.A.” thus contains elements of the “Komman- 
ditgesellsohaft” (t\e. % the personally liable part^rs) as w r ell as elements 
of the “Aktiengesellschaft” or Joint Stock Company (i.e t , its share- 
holders). 

The “K.a.A.” as such is a legal person of its own. It thus car- 
ries of itself rights and obligations, it may acquire in its own name 
ownership in real estate and other incorporeal rights, it may bring 
action against other parties or he sued by them. 

The personally liable partners are answerable with their entire 
property to the creditors of the company. The assets of the company 
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are not, however, answerable to the private creditors of the personally 
liable partners. The personally liable partners may participate in 
the share capital of the company. They need not, however, do so. 
If they participate in the share capital, this fact must be laid down 
in the articles of association. 

The “K.a.A.” has no managing committee (Vorstand) as the 
business is managed by the personally liable partners. It has a Board 
of Directors or Governing Council (Verwaltungsrat) which is the con- 
trolling organ of the shareholders, and, besides, a General Meeting 
of shareholders. In the latter, the personally liable partners have no 
voting rights in respect of the shares they own. Resolutions of the 
General Meeting or shareholders are only valid if the personally 
liable partners agree to them. Contrary to what is the case with the 
managing committee of a joint stock company, the General Meeting 
thus cannot force the personally liable partners to adopt against their 
will a certain course of action. 

The balance-sheet of a “K.a.A.” must be voted both by the Genera,! 
Meeting and the personally liable partners. Alterations of the Arti- 
cles of Association (including increases or reductions of the share 
capital) must likewise be voted by the General Meeting and have the 
consent of the personally liable partners. 

The greater personal security of the personally liable partners 
becomes effective when an outsider has bought up an important por- 
tion of the share capital. With regard to such cases, the following 
clauses contained in the bye-laws of a large Berlin company — similar 
clauses are provided in the bye-laws of all “K.a.A.” are particularly 
interesting : 

u The Governing Council (Board of Directors) may at any time 
give notice to leave to a personally liable partner, provided that at 
least two-thirds of the then existing members of the Governing Coun- 
cil take part in the vote and that such vote has been arrived at 
with a majority of three-fourths of the members present at the meet- 
ing. Besides, an eventual notice to leave within six months' time or 
a longer period requires the consent of the majority of the other 
personally liable partners, while for a notice to leave within less than 
six months the consent of all other personally liable partners is 
required. ” 

The outsider shareholder must, therefore, if he wishes to attain nis 
end, first of all have new members elected to the Board of Directors. 

Now, in order to elect new members of the Board of Directors, a 
General Meeting of shareholders is necessary. The members of the 
Board of Directors can only be dismissed before expiration of their 
turn, if the decision has 1 been carried with a majority of three-quar- 
ters of the votes cast. 

Some recent statistical data on German Banks. 

A rough survey of German Banking may possibly best be given by 
an extract of a few figures from the monthly publications to which all 
German Credit Banks submit; the figures are collected, grouped and 
published by the Reichsbank as the Central Bank of the country. 

The figures are compiled as per 30th of September 1930 so as to 
show capital and reserves and added to it the entire amount constitu- 
ting the working capital of the respective groups of banks, i.e depo- 
sits and all other creditors as well as the acceptances, which are only 
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customary with the private banking institutions. The figures are 
given for three groups of banking institutions, all devoted to com- 
mercial banking, and they do therefore not include mortgage banks 
nor co-operative credit institutions. An exception has to be marked 
for two large provincial banks which are at the same time credit-and- 
mortgage banks, a unique but old established exception to the rule. 
These two banks, are included in the working capital of the private 
provincial credit banks with an amount of outstanding mortgage 
bonds to the extent of G8 crores. 

The figures for the private credit bank, s are given sub-divided into 
the 6 largest banks operating from Berlin, of which 4 are devoted to 
branch banking while the other two concentrate their business in one 
office in the capital of the country and into the provincial banks, much 
more numerous but aggregating in amount only one sixth of the 6 
Berlin banks. The private bankers, a dozen large and important, the 
rest small to smallest, number about 2,000; they do not publish balance- 
sheets and are not included in the figures. The number of bank 
branches is about 4,500. 

The two other groups are public banks ; one group being state banks 
the other apex banks of municipal savings institutions. Deposits 
with savings institutions proper, amounting to about 650 crores of 
rupees all over Germany are, of course, not included in this statement. 
Almost every German state, which as political unit corresponds more 
or less to the Provinces of India, has a State bank with a capital of 
their own doing though not quite a general but within certain limits 
an almost universal commercial banking business. 

[The figures are given in crores of Rupees .] 


I. Private Credit banks — 


(a) 6 Berlin Credit banks — (the largest with 30, the smallest with 3 crores 

capital and reserve). 

Capital . . . .39 crores. 

Reserves . . . . 22 ,, 

Acceptances . . . . 36 ,, 

Deposits and Creditors . . 778 ,, 

61 crores. 

— 

814 „ 

Working capital 

(b) 84 Provincial Credit banks— ( be tween 4£ crores 
and 3 lakhs capital and reserves each). 

Capital 26 crores, Resorve 8 crores — 34 crores. 

Acceptances 8 crores, other Creditors 102 

crores ...... =110 ,, 

8 75 crores. 

Working capital 

State Banks : 21 with 8 crores capital aid 3 crores re- 

144 crores. 

serves and an entire working capital of 

,211 „ 

Savings Apex Banks : 17 with 12 crores capital 3 crores 


reserves and an entire working capital of . 

165 „ 


Entire b inking working capital 


1,385 crores. 
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ENCLOSURE II. 

Industrial Banking. 

It is necessary to start from precise definitions and we may there- 
fore be allowed to replace the term ‘Industrial Bank’ by ‘Industrial 
Corporation*. The ‘Industrial Bank' as described in the majority of 
evidence and suggestions to the Banking Enquiry, is an institution 
investing in shares and bonds of industrial enterprises and long- 
term loans of such and is itself financed by share and debenture- 
capital. It keeps a controlling influence in the management of in- 
dustry which it assists. Such institution to the knowledge of the ex- 
perts does not anywhere cultivate at the same time a regular banking 
business. Industrial banking , on the other hand, means doing banking 
business with industrial firms. This is done by all commercial banks in 
all parts of the world. It is not correct to say that India has no* 
industrial banking. There is probably no industrial enterprise 
which does not directly or through its Managing Agents do business 
with some bank of the country keeping balances with the banks or 
taking loans and using the services of the banks all round. What 
the banks in this and several other countries do not cultivate is the 
long-term financing of industries. We propose to call it ‘Industrial 
Finance* distinguished from ‘Industrial Banking*. 

It seems necessary to state clearly that ‘starting of industries* is 
nowhere considered to be a bank’s affair. It has to be made clear 
that it is not sufficient in itself that an industrial firm should put up 
its block from its own capital and that having done so the firm can 
appeal to banks for loans and assistance. Not only block but also 
normal working capital has to be furnished out of the firm’s own 
initial capital, and before the firm is fit for Industrial Banking or 
Industrial Finance, it must have been in operation for a sufficient 
period to prove that it is strong enough. It cannot be sufficiently 
emphasized that these two conditions are essential, and to attempt a 
different way of financing is not only unwarranted for the bank 
but also unsound and dangerous for the industrial enterprise. 

Tn the Indian Banking Enquiry the German banking system is 
repeatedly quoted as different from these principles. This assumption* 
is misleading and ought to be eliminated, because it leads to the re- 
commendation of a pattern which does not exist. Only a few months 
ago a book was published by P. Barrett Whale, lecturer in commerce 
in the University of London — ‘Joint Stock Banking in Germany — A 
study of the German Credit Banks before and after the War.' 

(MacMillan h Co., Ltd., London, 1930). It is, in fact, the only 

comprehensive and neutral study on the subject giving the facts with 
careful comment and cautious conclusions. 

In what respect does the German banking system differ from the 
English ? Owing to the fact that English Banks cannot he members of 
the Stock Exchange and to the presence in London of several large 
international Issuing Houses, the English banks tend to delegate some 
of the functions of Industrial Finance to issuing houses and stock 
brokers — the German hanks perform these duties themselves. They do 
a large commission business for their clients in the stock-market and 
they cultivate financial transactions which arise from time to time 

in the life of industrial and similar joint stock companies. If such 

companies wish to prot-ure new capital, whether Jt be from its 
existing shareholders or by a sale of new shares or debentures to 
outside parties in the general capital market, then under the German 
system the company does not go, as under the English system, to an 
issuing house or to a stock broker instead of arranging the transaction- 
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with the bank with which the company is in permanent banking 
relations. The German banking system is comprehensive, while the 
English system is specialised. The Banks in U. 8. A. have cultivated 
for several years the business, of Industrial Finance in special 
Security Companies, which belong entirely to the banks, of which 
they are practically only a department. Under the German banking 
.system such financial transactions which occur from time to time are 
however limited by the same conditions which govern the English 
issuing houses or stockbrokers. They require a responsive capital- 
market and if the public are unwilling to put up the new capital 
required by the industrial company and which is offered to the 
market in a suitable shape, then the hanks under the German system 
will not take the place of the public. They will not themselves 
furnish to the industrial company what the investing public is not 
prepared to take. The financial transactions mentioned require a 
♦certain amount of capital investment which however must remain 
Ibelow and be in conservative relation to the share capital and reserves 
of the banks. The amounts invested in such industrial finance, while 
remaining more or less stable in the aggregate, change in their com- 
position as quickly as market conditions will allow. If the public* is 
not responsive to the offer of the securities resulting from such in- 
dustrial financing, then the amount normally invested by the banks 
in this branch of their activity, caupofc be raised, but the participa- 
tion of the banks in financial transactions of that kind must cease 
until the public is again prepared to buy securities. 

Jhe ordinary banking business is also under the German system 
•decidedly the mast important department, because in that banking 
department the deposits from the public are employed while in the 
department for industrial and similar finance only a limited share 
of the capital of the bank can operate. What is described above as 
the business of the Indian Joint Stock Banks and partly the Exchange 
Banks with industrial firms is done similarly by banks under the 
German system. 

While it has been necessary to destroy some illusions about the 
•German banking system with regard to its activity in industrial 
matters, the German system offers indeed a great many advantages for 
the Industrial development of a country and benefits the banks as 
well. This however is only on the condition that the business of 
finance is handled with the utmost caution and care. Banks engaging 
in industrial finance should not and indeed do not start new industries, 
nor should they manage industrial enterprises by themselves. German 
banks do not employ a staff of industrial experts nor do they delegate 
members of their own staff to undertake the management of industrial 
companies. What they do is to cultivate not only regular commercial 
banking business, but also financial transactions, if ail opportunity 
occurs. They incidentally get to know their industrial customers 
better. They develop a sympathetic attitude for the needs of industry. 
They watch closely for every possibility of doing business which will 
be profitable to both parties. The banks may then delegate a member 
of their management to act on the Board of Directors in order to 
maintain a close connection with the company. The English Banks 
also do this. The system of close intercourse between bank and 
industry creates an atmosphere of mutual confidence. The result is 
beneficial to both parties. The banks must not however allow them- 
selves to be drawn int-o liabilities and investments which are not 
compatible with sound banking. The sympathetic attitude of banks 
towards industry is the real element of this banking policy. It 
deserves the appreciation which it has found in the Banking Enquiry. 
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It must be admitted that, in India, no banking agency cultivates 
industrial relations on the line of the so-called German system nor 
does an institution, like the English issuing House, which coul.d fill 
this vacancy, exist in the country. There is the stockbroker with his 
customers in and outside of the Stock Exchange. There is sometimes 
the indigenous banker with his clients. There are occasional promo- 
ters, but to a large extent the vacancy is filled by the Managing 
Agents. 

The Managing Agent is a very interesting institution, not familiar 
to European or American bankers, and it deserves a thorough study 
of the advantages and disadvantages pertaining to it. Under the 
system large and prosperous industries have been started in this 
country. A table available gives a short and not quite complete list 
of a few hundred stock companies, the shares of which are quoted on 
the Calcutta Stock Exchange. It illuminates the activity of some of 
the most important firms of Managing Agents operating in the 
Calcutta Field. It should not be with the intention of eliminating 
or even largely replacing the Managing Agents that the big banks 
should in future take a greater interest in industry on the lines 
described above. The Managing Agent system is open to criticism. 
There ought to be still another financial agency to meet the require- 
ments of industrial firms, which would make industry less dependent 
on that institution. A company with a proper board enjoying friend- 
ly sympathy and banking advice, ought to be in a position to manage 
its own affairs. A period of prosperity for some Indian Industries 
in the boom period after the War has been followed by International 
depression in the Cotton Trade and more recently by the international 
economic crisis. It is not unlikely that as in M other industrial 
countries, changes will take place — mergers, reconstructions of un- 
successful firms, and so on. Sooner or later, such transactions will 
require outside financing and this will be the opportunity of starting 
closer relations between bank and industry. Which kind of banking 
agency will be most capable to lead this development? 

The Exchange Banks are generally indifferent or adverse to finan- 
cial transactions with industry beyond the frame of commercial bank- 
ing. They argue that, they specialise in complicated finance of foreign 
trade to which a certain amount of commercial banking is attached. 
They believe that it is not their business to be represented on the 
board of industrial companies or to lend their name, organisation and 
eventually part of their resources to financial transactions based on the 
sale of securities to the public. There is much in the argument. 

Among the Joint Stock Banks there are very few large enough to 
be capable of this class of business. As is evident, it requires much 
experience and an established policy of sound banking. It requires 
considerable capital and a firm resistance to the speculative tempta- 
tion which easily arises in a line of business, where securities are 
created and sold. The bulk of Joint Stock Banks are unfit for this 
activity. Even the larger ones ought only to cultivate it slowly, with 
great caution, and preferably under competent guidance as oartiei- 
pants in strong syndicates. 

There remains the Imperial Bank. This strong and well-managed 
institution might by and by develop the business of industrial finance 
on conservative lines. It is out of place to give this suggestion the 
character of detailed advice as it is a matter for the shareholders, the 
management and the board of directors to decide upon their own 
business. But the opinion is expressed here, that when the Reserve 
Bank comes into being the Imperial Bank would be capable of develop- 
ing this business and that benefit would result not only to industry 
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and the general economic development of the country but it might 
21 Iso be equally profitable for the bank itself. It is doubtful whether 
tiie Imperial Bank is under the present restrictions and privileges in 
a position to enter this held successfully. As it requires a systematic 
preparation, it does not seem too early for the Bank to study the 
ground and lay the foundation. It may, for instance, be useful to 
establish an industrial research department inside the Imperial Bank. 
It would have to be on a somewhat larger scope than the usual Statis- 
tical or Intelligence Department and could use the insight which the 
branches of the. bank already possess or can easily collect. 

J tj I'f 'it'ne nt il/ arkf ! . 

As the extent to which banks can cultivate financial transactions 
with industrial or similar Joint Stock Companies, depends on the 
capacity of the capital-market, some observations on the volume of it 
in India may follow. 

The Banking Enquiry has heard much complaint about the insuffi- 
ciency of the capital-market in India. It is useful to try this state- 
ment by auditing statistical figures. After all, the boom period follow- 
ing the War allowed the flotation of many stock companies and a< 
speculation which would do honour to any speculative performance of 
a Western or American Stock Exchange. The extent of a possible 
investment market may be illustrated bj the following figures. 

Official statistics on the Joint Stock companies (Government publi- 
cation No. 2212, 1930) give the number of Joint Stock Companies with 
rupee capital for 1928 as 5,831 with a paid-up capital of 276 crores. 
This figure, although companies with a capital in pounds sterling are 
excluded as not representing Indian capital proper, requires some 
modification in order to arrive at those shares likely to be in 
the hands of the public. A compilation has therefore been made 
from the Calcutta Stock Exchange quotation list which includes most 
of the shares quoted in Bombay. The part value of those shares is 
about 85 crores in common and about 20 crores in Preference Shares. 
Considering that a fair amount of these shares is in the hands of 
Managing Agents and that on the other hand the majority of the 
shares are quoted at a premium, one may estimate the value of shares 
in the hands of the public at about 125 crores. This does not include 
shares to the value of 75 crores which is held in special hands and 
which are also eventually available for investment. Debentures and 
fixed deposits with stock companies may on the strength of a share 
capital of the Cotton Mills in the country of 40 crores and 10 crores 
of debentures listed in Calcutta, be estimated at about 30 crores. The 
Government loans in India, exclusive of treasury bills which are more 
an element of the money than the investment-market, should figure 
in this statement with about 350 crores out of about 400 crores out- 
standing, the difference being Government securities held by banks 
and insurance companies. Municipal and Port Trust loans in rupees, 
are about 70 crores. To these investment securities should be added 
the deposits of the public with bank and the post office (including 
certificates) in a.n aggregate amount of about 300 crores which are at 
least partly available for capital investment. The deposits with co- 
operative institutions are left out of account as not being available 
for the investment-market. If on the strength of these figures the 
capital-market in India itself is estimated at somewhere near 70(1 
crores, one is not justified in speaking about the Indian investment- 
market in a derogatory way. The estimate excludes not only the bulk 
of foreign capital working in the country, but also the hoarded pro- 
perty in monetary form and the amounts used in money lending. 
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The figures also show to what extent the Government absorbs the 
Available investment capital. It does not appear to be excessive 
considering all circumstances. 

Altogether the capital-market in India seems to be large enough to 
meet legitimate demands and to give room to a certain activity of 
banks in the fields of industrial financing. Tor quicker economic deve- 
lopment it should be able to draw upon two resources; the hoarded 
monetary property and foreign capital markets. The problem of 
hoarding does not appear to have been investigated very successfully 
in the Banking Enquiry and it ought to be gone into further in the 
Course of verbal discussion. As hoardings the personal ornaments 
should be more or less neglected ; this kind of hoarding is so deeply 
rooted in the customs of the great mass of the people in this country, 
and the primitive character of most of its savings is such that only 
slowly can these amounts be turned into available monetary capital. 
Only the hoarding of money, of gold and silver bullion, of bank notes 
and ornaments of high value, which seems to be cherished from the 
lower middle classes in') to wealthy princes and zemindars can be 
counted upon as eventually being made available for the capital-market. 
Foreign capital for India has not been encouraged lately by the general 
state of affairs; the country has to be aware that a more rapid eco- 
nomic development, particularly one so largely agricultural in 
character is scarcely, possible without the attraction of foreign capital. 
If foreign capital is to be dispensed with a slower speed of economic 
progress has to be accepted in consequence. 

The demand which economic requirements of the country are likely 
to present to the investment-market may be roughly classified as 
follow's : — 

1. Government including requirements of the railways and the 

provinces, Municipal and Port Trust loans and those 
capital expenditures of the Central Government which lie 
in the direction of developing resources of the country, 
agricultural and industrial. Practically all New Loans 
issued by the Government in India are normally for pro- 
ductive capital expenditure, which if not by the Govern- 
ment would have to be supplied by the capital-market to 
private enterprises. 

2. Banks and industry in form of shares of debentures. A better 

cultivation of a market for debentures is strongly to bo 
recommended. Debentures should sooner or later replace 
the public’s fixed deposits in Industry which are scarcely 
desirable. Debentures are in all Western countries a most 
legitimate and useful instrument for industrial financing 
and. the critical attitude of the public and the hanks in 
India calls for early revision. 

,3. Sooner or later, the market should he opened to mortgage hank 
debentures. The difficulties of organising safe and efficient 
mortgage banks will have to be dealt with under Rural 
Credit. They seem so great that it is not very likely that 
large issues of such bonds will be soon offered to the public 
but it is essential for the future welfare of the country 
that the capital markets domestic and eventually foreign, 
become accustomed to this cla c s of Indian investment 

The banks, if they can see their way to acquaint themselves more 
with financial transactions for industrial and similar companies will 
have to study and cultivate the investment market more or less on the 
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lines which have been described as the German Banking System. Edu- 
cational influence on the public with regard to investments requires' 
much time and patient effort and has its limits. The banks— this can- 
not be sufficiently emphasized— can neither direct nor force and they 
certainly cannot by their own resources replace the capital market. 
If the country can or will not make hoardings or foreign markets 
available for those investments which supply the capital needs of 
industry and agriculture, neither the banking system nor the indivi- 
dual banks can be blamed for slow progress. 

Industrial Corporation. 

(Industrial Bank). 

What is in the mind of so many contributors to the Banking En- 
quiry, that an Industrial Bank or even Industrial Banks should start 
and nourish new industries, big and small, urban and cottage, does 
not exist anywhere. What does exist which is at least similar to the 
ideal put before the Banking Enquiry? 

Only in one country is there an industrial bank which to some 
extent seems to fit the model : the Industrial Bank of Japan, Ltd. A 
short paper is submitted on some principal features of that institution 
as gathered from an important Japanese gentleman in India who how- 
ever had no possibility to inform himself profoundly on the subject. 
The Japanese experiment differs from the model because it does not try 
to finance small industries. According to the informant’s knowledge, 
small industry is financed by co-operative organisations which some- 
times receive long-term loans from the Post Office Savings deposits, 
which means from the Government. Japanese methods and experience 
ought to be studied more closely; but India ought to be very reluctant 
to adopt the Japanese system of all-round state aid in economic life 
which has still to prove its success. What has happened in Japan- 
during the last few years ? A temporary stoppage of payment by 
practically all banks, and the forcible interruption to which the 

whole economic life of the country has been subjected at various junc- 
tures, is a grave danger-signal. 

There has always been a strong State and municipal activity in 
industry, in Germany. While principally concentrated on "Railways 
and public utilities, it has, especially since the War, extended to some 
industries. These are either of a monopolistic character or are a 
rpsidue of State-aid to enterprises which, due to the after-effects, ot 
the War, were threatened by ruin and were considered as essential to 
general welfare of the country. Most of this state activity is done in 
the form of Joint Stock Companies, whose capital belongs to the Gov- 
ernment and which are managed on a purely business basis, with a 
hoard consisting of Government Representatives and competent private 
business men, and with a management on the same lines as in other 
joint stock companies. 

Although other Western countries are less inclined to state activity 
as commercial or industrial entrepreneur, still the state in some 
countries has more recently engaged in business and ventures beyond 
the operation of railways, though rarely outside of public utilities 
(pas, water, electricity, street traffic). 

Those companies are entirely on private lines which under various 
titles act as Holding Companies for shares and bonds -of mostly indus- 
trial character. One has to distinguish between Investment Trusts 
and specialised Holding Companies for which the title 'Managing 
Trust* may be offered. The Managing Trust is a holding company for 
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one specific industry with subsidiaries, with the object of ensuring 
competent supervision and assistance in the management, and to sup- 
ply the capital in all varieties of financial transactions suitable to the 
public. These Managing Trusts are preferentially devoted to public 
utility companies and exist in all western countries, as for example 
the Electric Bond and Share Company in U. S. A. and the Sofina (an 
abbreviation for translated Industrial Finance Company for Electri- 
cal Enterprise) in Brussels. These trusts are, though finance com- 
panies, not banks nor administered or largely influenced by banks, they 
are clients of the banks doing industrial finance, like other industrial 
companies. While the Managing Trust concentrates on one industry, 
the Investment Trust’s principle is to diversify investment. The 
resemblance to the Managing Agents of this country is striking, but 
not complete. The Investment Trust in its classical scrutiny relies on 
the possibility of cheap finance in the capital-market, the trust bor- 
rowing at a cheaper rate from the public in form of its own debentures 
and preference shares than the yield of the investment '^securities ac- 
quired and held by the trust. It is evident that the rate of interest 
in India is not and for some time it is not likely to be low enough to 
warrant the formation of investment trusts. This statement may 
suffice to answer the suggestions submitted in this respect to the Bank- 
ing Committee. There are now many investment trusts in existence 
which are of a more speculative nature. They have, with not very 
pleasant results, tried to combine the interests of speculative share- 
holders in a joint venture, the Investment Trust buying such shares 
which an* believed to have intrinsic chances in various fields. An 
abundant speculative capital-market is the origin, though scarcely a 
full justification of such trusts. The Investment Trusts are only so 
far connected with banks or bankers as they form an outlet for secur- 
ities created in financial transactions for industry or in other fields. 
In Germany there exist several large Managing Trusts but no import- 
ant Investment Trust. 

It was necessary to demarcate the field for an Industrial Corpora- 
tion in India. Independent of foreign models it seems necessary to 
eliminate two kinds of activities. 

1. An Industrial Corporation which would, as the financial success 
is not assured and the company would almost certainly not for some 
time appeal to the private investor, have to be financed principally by 
the Government must not enter competitive fields of industry. It 
would be unfair and unjust if money of the Government would be 
used directly or indirectly to compete with private industry. For 
instance, no jute or cotton mill, no sugar factory or soap mill, etc., 
fields in which private enterprise is already active, must receive the 
Industrial Corporation’s financial assistance. It would not even be 
beneficial from the point of view of the community at large because the 
artificially increased competition though giving employment in the 
new concern would create unemployment at other places. 

2. Small industry must be avoided bv the Corporation, because no 
competent management is imaginable for an unsystematic collection of 
industries. The failure of the whole instrument would be unavoidable. 

Even when taking these precautions, a field remains for an indus- 
trial corporation, the capital of which is initially or permanently 
supplied by the Government. It is the field of pioneer enterprise of 
non-competitive character, the opening up of mineral resources and 
large public utilities principally electrical power schemes. In either 
kind of enterprise the capital required is so large and the intermediate 
stage, before profits can be made so extended that special assistance 
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may be required or useful. There the personal initiative and com- 
mercial business spirit, the immediate responsibility of the individual 
business man is less important than scientific management. The 
country at large, and less so special interests, is benefited. 

The financing of an Industrial Corporation of this kind would 
indeed have to be done as suggested in the Banking Enquiry through 
.a share capital and debenture issues. The proportion 2:1 for bond 
issue capital ought not to be exceeded. Financial Government 
assistance ought to take the shape of the Government acquiring the 
share capital, but the Government ought not to guarantee debentures. 
If Government supplies credit, it should be itseli in a position to bor- 
row at the cheapest rate and lend it cheaply. If this rule in state 
finance is not always adhered to, one certainly ought not to recom- 
mend it as a new venture. A company with the share capital in the 
hands of (Government should give sufficient security to a debenture 
issue of twice the capital at least if the undertakings of the company 
are sound. In this way the company acts to a large extent under its 
own responsibility, which will help efficient management. The Gov- 
ernment may welcome the opportunity of having Government undertak- 
ing entrusted to the form and management of a joint stock company 
which will do a part of the financing without Government liability. 

An Industrial Corporation must have competent and independent 
management. The board would have to consist of first class business- 
men and some Government officials ; no private business interest, no 
local, no political influence must interfere. Only an All-India Cor- 
poration must be considered. Otherwise local and private interests 
will endeavour to get hold of the scheme, and if they succeed other 
local and private interests will at once push forward. The Industrial 
Corporation will run the danger of becoming a pandemonium of 
partisan struggle and incompetence. 

Practical experience proves that a company with a certain purpose 
ought not to be formed without an immediate constructive object. As 
the saying goes, ‘one ought not to buy rhe frame before the picture’. 
When some industrial plan fitting in the frame, as designed here, 
offers itself, then the time has come to start an Industrial Corpora- 
tion. 

The cottage industries strongly deserve cultivation, but what can be 
done by banks is in all countries comparatively little, and for indus- 
trial banking and finance the small industries can never be a field of 
activity. Banking business cannot go beyond a certain minimum 
size. The ‘urban’ co-operative organisation will have to be developed 
and may derive benefit from the experience of the respective German 
co-operative movement ‘Schultze-Delitzsch’. While the corresponding 
co-operative societies in India are 3,757 with 675,000 members, with 
3} crores of capital and 5j crores of deposits, the German organisa- 
tion comprises in 1,375 societies somewhat over one million members, 
has capital and reserves of about 20 crores and deposits of about one 
hundred crores. which figures contain, however, not only small industry 
but also small traders and retailers. As mentioned in the memorandum 
on Commercial Banking, one of the large German joint stock banks 
is serving as. their financial apex which should make the study the 
more interesting. 

Some figures on the present state of Industrial Development in 

India. 

The Provincial Reports of the Banking Enquiry have, according 
to the terms of reference of the Provincial Committees, not discussed 
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large industries at all, and in the evidence and examination of the 
Central Committee the large industries seem also to have been rather 
neglected. The following figures wish only to cover the larger 
industries conducted as joint stock companies. 

The annexed three tables are therefore offered showing the fair 
extent of Indian Industry and seem to prove particularly that in those 
fields where the natural resources of the country call for an industrial 
activity, such as cotton, jute and tea gardens, industry has developed 
on a large scale and can with regard to size and quality match cor- 
responding industries in western countries. 

Table No. 1 shows a condensed extract from the statistics on joint 
stock companies in India. The statement showing 5,831 joint stock 
companies with 276 crores of paid-up capital excludes all companies 
with a capital in other currencies but rupees. The actual industrial 
activity in India is therefore considerably larger, and from the point 
of view of employment of the material and living substance of the 
country, enterprise belonging wholly or partly to foreigners is certain- 
ly to he counted in a summary of Indian Industry, but it is not done 
so in this statement. 

Table No. 2 gives a compilation of industrial shares and bonds 
quoted on the Calcutta Stock Exchange. This statement shows essen- 
tially large industry because the shares of other companies would not 
be listed. It shows exclusively industrial enterprise, leaving aside 
bank and insurance shares, Port Trust securities and all bonds which 
are not of a purely industrial character. Here again shares and bonds 
in other denominations than rupee are excluded, to arrive as a result 
of the compilation at about 95 mores pai value of common shares, 20 
crores preferred shares and 11 crores of debentures. 

Table No. 3, gives a still narrower extract of large industry by 
showing 385 industrial companies the capital of which is listed in 
Calcutta and whose management lies in the hands of larger firms of 
Managing Agents. 


No. 1. 

Joint Stock Companies hi India. 

From Government Publication No. 2212 (10/0). 


Banking and Loan 

Insurance ..... 
Transport . 

7 rade and Industry 

Cotton mills .... 
Jute mills .... 
Iron and steel 

Tea and Plantations 

Mining 

Sugar ...... 

Miscellaneous ... 

Total 


1927-28. 

Paid-up capital 

of Companies. 

(crores). 

1,363 

23*2 

86 

o . o 

226 

20*5 

2,9!S 

| 161*1 

289 | 

40*4 

6] J 

16*5 

47 ! 

3*0 

575 

13*0 

330 

40*0 

36 

1 ‘9 

267 

14*7 

5,831 

276*6 
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Distribution over the country . 



Banking 

and 

Insurance. 

Industry. 



Tea. 

Miscella- 

neous. 

Total. 


1 


CO 

V 
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Capital Crores, 

o* 

ft 

Capital Crores. 
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£ 

Capital Crores. 

6 

ft 

Capital Crores. 

Bengal 

710 

S-3 

!,«0S 

84*5 

420 

10-1 

130 

4*8 

2,S08 

107-7 

Madras 

336 

3*1 

263 

.3-0 

27 

IT 

32 

0*4 

658 

12-6 

Bombay 

74 

8*6 

68 1 

82*3 

4 

0*2 

48 

8*9 

S07 

100*0 

U. P. & Delhi 

34 

n-5 

199 

12*2 

2 

T 

36 

1-0 

271 

13-8 

B. & 0. 

*16 

OT 

64 

1-4 

3 

. • 

1 


84 

1-5 

Punjab 

29 

0*9 

150 

1*5 

i 

. . 

8 

0*9 

187 

3*3 

Burma . 

17 

0 4 6 

227 

23*9 

18 

0-3 

1 24 

0*6 

! 286 

25* 4 

Central Pro- 

10 

0*1 

43 

1*0 

1 


2 

# , 

55 

i-i 

vinces. 

Assam 

34 

OT 

! 

37 

OT 

55 

0-6 

7 

. . 

133 

0*8 

Indian States 

183 

3‘C 

203 

6*3 

43 

0*6 

14 

•• 

443 

9-9 

Others 

6 

OT 

29 

0*4 

3 

• • 

1 


39 

0*5 

Total 

1,449 

2 5 *4 

3,504 

1221-6 

575 

13*0 

303 

16*6 

5,831 

276*0 


The 17th January 1931 . 


No. 2. 

Indian Industry. 

From the list of quoted shares and bonds on the Calcutta Stoch 

Exchange . 

I. Common shares quoted in Calcutta (par value) : 

Crores of 
Rupees. £ 


Cotton mills 

6*6 


, . 

Miscellaneous . . 

. 17*7 


. , 

Jute .... 

11*1 


1,875,000 

Tea gardens . 

5*4 


Coal . 

4*1 


120,000 

Other industries . 

34*1 


1,500,000 

Transport 

10*0 


1,200,000 

Wool, cotton mills 

4*8 



93*8 

*+■ 

4,695,000 

shares with par value 

20*5 

4- 2,125,000 
(8 companies) 

tes for an amount of 

10*6 

+ 

760,000 


(4 issues). 
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Of the companies from the Calcutta district (not Bombay), the 
shares of which are quoted in Calcutta, 385 are managed by 36 firms 
of managing agents. The largest firm, Andrew Yule and Go., manag- 
ing not less than 54 (10 jute mills, 18 tea gardens, 14 coal companies, 
-etc.) Martin and Co . 22, McLeod and Co. 17, Gillanders Arbutknot 
and Co . 17, Shaw Wallace and Co. 16, etc. (specified list attached). 

Of the 36 firms of managing agents 7 seem to be limited companies, 
the rest private firms, 6 firms may be regarded as specialists managing 
only in one trade. A firm like Duncan Bros, manages not less than 
24 tea companies and one jute mill besides. 

The activity of the managing agents is in fact much larger, the 
number of companies and private firms outside the Calcutta stock list 
being considerable. Andrew Yule and Co., for instance, are reported 
to manage altogether about 125 enterprises, including also Zamindari 
-estates. 

{ Appendix to Indian Capital Market companies quoted in Calcutta.) 

List of Calcutta Managing Agents. 


Name of Managing Agent. 

No. of 
Cos. 
man- 
aged. 

Jute. 

Tea. 

Coal. 

Electricity 
and engineer- 
ing. 

1 Trans- 
port. 

I 

‘Sugar. 

Other 
indus- 
1 tries. 

1. Andrew Yule and Co. 

54 

10 

18 

14 


3 

1 

8 

2. Duncan Bros. 

25 

1 

24 

. . 

, , 

, , 

I . . 


3. Martin anH Co. . 

22 

. . 

. . 

7 

6 

8 


1 

4. Octavius Steel and Co. 

20 

, , 

13 

1 

5 

1 



5. Begg Dunlop 

17 

4 

13 

. . 

. . 

. . 


, . 

6. Bird and Co. • 

18 

8 

. . 

3 

2 

5 


© ♦ 

7, McLeod and Co. 

17 

5 

6 

. , 

, . 

6 



8. Gillanders Arbuthnot 

17 

2 

5 

3 


6 


1 

and Co. 









9. Williamson Magor and 

17 

t # 

16 

1 

# # 




Co. 









10. Shaw Wallace and Co. 

16 

# 9 

7 

6 




3 

11. Jardine Skinner and 

16 

4 

6 

4 

, . 

• • 


2 

Co. 









12. Kilburn and Co. 

15 

. , 

9 

3 

2 

1 



13. Davenport and Co. 

14 

, . 

14 

. . 

, . 

. , 


, # 

14. H. V. Low and Co. 

13 

. . 

. . 

12 




1 

15. Balmer Lawrie and Co. 

12 

. . 


2 

5 

• • 


5 

16. F. W. Heilgers and Co. 

11 

2 


8 

. . 

... 


1 

17. McNeill and Co. 

10 

1 


8 

. . 

, . 


1 

18. Killick Nixon and Co. 

9 



. . 

2 

7 


19. Begg Sutherland and 

8 



, , 

1 

t # 

* *5 

2 

Co. 









2 0. Villiers Ltd. 

6 

# # 

3 

3 

# # 

. . 



21. Kettlewell Bullen and 

6 

2 

1 

. , 

# # 



# 3 

Co. 



1 





22. Geo. Henderson and 

5 

2 

3 

. # 

• • 


, . 


Co. 









23. Birla Bros. 

4 

1 

j 

# . 

# # 



3 

24. Jas Finlay and Co. 

4 

1 

* *3 

. . 

• s 

, . 

. , 


25, Thomas Duff and Co. 

3 

3 

• . 

, . 

• • 

. . 

, . 


26. Other Firms (11) 

26 

6 

6 

4 

6 

3 

•• 

1 


385 

52 

147 

79 

29 

40 

6 

32 

No. of all respective com- 
panies as quoted. 

1 

53 

160 

; 

81 

j 

i 

50 

44 

# • 
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Industrial Bank of Japan Ltd. 

1. Established 1902. 

2. As Joint Stoclc Bank (General Public as Shareholders). 

3. Capital paid-up : Yen 50,000,000 (just about equivalent of 
£5,000,000) 

Reserve *• Yen 19,265,000. 

Bonds issued: Yen 265,074,627 (outstanding) 
against which 

4. Bank’s Investment: Bonds and Stocks Yen 38,770,823; Fixed' 

term loans Yen 276,133,280 (Fig. June 30, 1929.) 

5. Their investments are in Loans, Discounted bills, etc., chiefly on 
Factories, Mills, Shipping with securities in — 

1. Factories including land and machines as securities, under 

special registry law in Japan. 

2. Bonds and Stocks of Industrial concerns. 

6. Directorate and '(Governorship by the appointment of the Gov- 
ernment with terms of 4 years. (The reason why fixed period is 4 
years is that appointment of the Governorship should be outride of 
the influence of any political party). 

7. Special privilege: Bond issue with obtain proportional ratio 
restrictions against their capital (and investment?), maximum period 
of Bonds 50 years. 

8. Bank has technical department in which technical experts investi- 
gate as well as inspect the factories and mills; the Bank is investiga- 
ting before as after the investment. 

9. Government Loans from the public in shape of Postal Saving in 
December 1928 wore Yen 1,798,300,000. The Government invests part 
of the money it receives as Postal Saving in “Industrial Bonds’’ of the 
Bank also, when the demand for the bonds with the general public is* 
insufficient. 
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ENCLOSURE III. 

Fokeign trade finance — Exchange Banks. 

Data are already available on the volume of foreign trade to be 
financed, on number, size, nationality and relative importance of the 
various Exchange Banks operating in this country. These facts are 
considered to be familiar, and so is the technical working of foreign 
trade finance as handled by those banks. The Exchange Banks are 
all banks with head office outside of India. They have all their capital 
in other currencies than rupees. It seems appropriate for experts to 
investigate the question whether and what kind of dangers and even- 
tually what advantages there are in this activity of the foreign banks. 

Criticism in India as in every other country could take the follow- 
ing direction : — 

(1) Efficiency, 

(2) Nalional policy, 

(3) Competition. 

1. (a) Is the foreign trade of the country fully financed? It can 
scarcely be disputed that in India the facilities arc equal to the volume 
of such trade and indeed that they are sufficient for a considerably 
larger volume. Increased trade with countries outside of the British 
Empire has attracted a number of strong hanks from tho*c countries. 

(/;) Banking facilities may be too expensive. In India keen com- 
petition between Exchange Banks of different origin has had the effect 
of securing decidedly cheap rales. Such competition has certainly 
proved to be very helpful for the trad^ of the country. 

(c) Specialised financing of foreign trade may lead to neglect of 
inland fade. In India, as in other countries of similar structure, 
Exchange Banks have, under the pressure ot competition, extended 
their activities io financing the collection of export goods and distri- 
bution of import goods. 

The answer to the enquiry into the efficiency of Indian Foreign 
trade finance cannot be otherwise than favourable. 

2. In every country banking is expected to assist on the develop- 
ment of trade as national institution, (a) There is a natural suspicion 
that foreign banks might tend to discriminate against national goods 
or national merchants. The Banking Enquiry has heard much criticism 
in this direction, which has been strongly disputed by the Exchange 
Banks themselves. We have, of course, within the short time at our 
disposal not been able to investigate these complaints fully, but we 
have not gained the impression that ther-c is intentional discrimination 
against Indian merchants. It is however not inconceivable that a 
foreign bank, despite its being thoroughly established in India, is- 
sometimes not in as good a position to cultivate the Indian customer 
as a strictly Indian hank might do. Adaptation to the needs of the 
country served, together with the competition between foreign Ex- 
change Banks, seems to have helped to alleviate this grievance. If the 
Imperial Bank would he also in a position to do foreign exchange 
business it would be a further stimulant for the Foreign Banks to 
assist the Indian merchants and thereby satisfy a widespread senti- 
ment. The question of removing the legal restriction of the Imperial 
Bank has been alluded to by the experts in reviewing commercial bank- 
ing. It is to ho hoped that the early establishment of a Reserve Bank 
will enable the Imperial Bank to enter this business. In addition 
Joint Stock Banks can establish foreign connections, useful to their 
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clients, without building up a full business of foreign exchange. ( b ) 
From the national^ point of view it may be urged that banking in the 
hands of foreign firms does not give as much employment to Indians 
as would be the case with purely Indian banks. Apparently the num- 
ber of Indian employees with the foreign banks is increasing, parti- 
cularly where the banks extend their activity into the interior. The 
policy is to be encouraged, (c) Another national argument against 
foreign banks is directed against the use of deposits collected in the 
country for outside banking purposes. For India this criticism is 
not justified as the Exchange Banks use their funds in the normal 
course for the purpose of financing Indian trade and thereby drawing 
considerable seasonal funds from abroad. The exchange risk works 
everywhere in this direction ; for India especially the higher rate of 
interest, compared with the countries from which the Exchange Banks 
originate, is a sufficient safeguard. The profits of the Exchange Banks 
leave the country in the form of dividends. They are in payment for 
the employment of foreign capital, which is used by India as by many 
other countries in large amounts and, generally speaking, should be 
rather attracted than discouraged. 

3. There is the criticism that foreign banks by their competition 
render the development of national banking institutions more difficult. 
It can scarcely be denied that the Exchange Banks because of their 
resources and experience are strong competitors. It is, however, doubt- 
ful whether Indian banks could replace the foreign banks considering 
the large capital and international connections of the latter. The 
financing of foreign trade is essentially international. Foreign trade 
is co-operation between two countries, the exporting and the import- 
ing. A considerable proportion of the foreign trade of India will 
always be a foreign affair and correspondingly of the banking service. 

Under the aspects as outlined the experts arrive at the conclusion 
that the benefit which the' trade of the country derives from the 
existence of the Exchange Banks largely exceeds the actual and senti- 
mental disadvantages. The country has the resources of some of the 
strongest institutions of the. world at its disposal for a form of inter- 
national finance which requires strong capital and connections. There 
is .no reason whv the foreign banks, from the very reason of their 
existence and. under the pressure of competition, should not be interest- 
ed in developing the country’s trade whether in India or elsewhere. The 
experts recommend, however, to the Exchange Banks that the fullest 
consideration should be given to Indian sentiment which is in no way 
unnatural. They recommend that all possible business with Indian 
firms should be cultivated and the employment of as large a propor- 
tion of an. Indian staff as is compatible with business principles in 
a field which requires international education and experience. 

The experts do not recommend that the competitive argument 
against the Exchange Banks should be allowed to influence the deci- 
sions of the committee. The facilities granted by the Exchange banks 
are far too valuable for the trade and thereby for the development of 
the country to dispense with them or to curtail their activity. 

From this general view the experts cannot recommend those 
measures which have been suggested to the Banking Enquiry Com- 
mittee about regulation, of banking with special regards to the Ex- 
change Banks. Their opinion on the principal suggestions put forward 
is the following: — 

(1) The experts do not advocate a system of licence. It may, under 
-safeguards be acceptable to the existing Exchange Banks, as it may 
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serve the exclusion of further competition by foreign banks. The 
experts do not for the present recommend any restriction on such 
competition. The country should enjoy all the banking facilities which 
are, or can be made, available. They are, however, under the im- 
pression that there is no need for further foreign banking facilities 
in the near future. The licensing system might be desirable if banks 
of insufficient capital or standing were working in the country or 
were likely to do so: as it is, it seems unnecessary. 

(2) Limitation with regard to taking deposits seems unnecessary 
because the exchange banks according to the figures submitted by the 
Secretary do not attract an undue percentage of private deposits. 
There has been practically no change in the respective shares of the 
Imperial Bank, Joint Stock Banks and Exchange Banks from 1919 to 
1928 according to the Secretary’s summary. Interference with the Ex- 
change Banks of Indian deposits would curtail the banking facilities 
of the country for the reasons outlined by Mr. MacDonald quoted in 
the Secretary’s summary, page 41. Special tax on deposits would be 
an act of official discrimination to be deprecated on general grounds; 
in any case it would possibly be ineffective. 

(3) A compulsory formation of rupee companies for the Indian 
business of the Exchange Banks would have no practical effect with 
the exception of creating a Board of Directors in India. The rupee 
capital of the new company would of course be smaller than the 
present one of the mother institution. To give the Indian depositor 
the first charge on the Indian assets is not compatible with inter- 
national ^aw and would result in a shrinking of the outside resources 
of the Banks which are now at the disposal of Indian business. 

(4) The Exchange Banks have been criticised for imposing non- 
Indian Insurance on Indian merchants for imports and exports serving 
as security for credit facilities from the Exchange Banks. Legislative 
measures are considered by the experts as impracticable. A bank must 
be able to decide about the security for advances against goods, and 
interference will tend to reduce facilities. But the experts recom- 
mend that the Exchange Banks in this matter should give full consi- 
deration to the need for the progressive development of Indian business 
and should deal with Indian Insurance in a sympathetic manner. 

(5) An Advisory Council of each Exchange Bank in India may be 
useful forl - the ban . ks ' but is likely to attract important merchants to 
such Councils. This might prove to be to the disadvantage of other 
banks. 

(6) Fuller statements of the Exchange Banks about their Indian 
business than at present would probably be prescribed by a Reserve 
Bank which in other countries organise the regular publications of 
banks on a common basis which is now lacking. 

(7) Finally, the suggestion of establishing a special Indian Foreign 
Exchange Bank, requiring a large share-capital, might prove to be 
more in competition with the Joint Stock Banks and the Imperial 
Bank than with Exchange Banks. This institution would in practice 
not be able to concentrate on foreign exchange business and would bay* 
to encroach upon the field of other Indian Banks. The experts see no 
objection to a new Indian bank of such a nature coming into exist- 
ence with private initiative and capital, but deprecate state-aid for 
such purpose. 



648 


ENCLOSURE IV. 

The Money Market in India. 

According to the unanimous opinion of all who have expressed 
their views on the subject, the Indian money market shows several 
defects. It cannot be compared with the highly developed money 
markets in western countries. 

As a matter of fact, two money markets exist in India, the Central 
Money-Market and the Bazaar Money-Market. They have their own 
agencies and different rates of interest without sufficient co-ordination. 

The Central money-market is to a large extent dominated by the 
tGovernment, which controls the currency and exercises a decisive in- 
fluence on the bank-rate. 

The control of currency and of credit in India is in the hands of 
two distinct authorities, the Central Government and the Imperial 
Bank. This system results in a serious lack of elasticity and stability 
of monetary conditions; the fact that the annual range of interest 
rates in India is wider than in other countries proves the defects of 
the present system. A range of 3 per cent is quite ordinary in India, 
and this rnu*t have a detrimental effect on the economic life of the 
country. 

It seems to have been accepted a* an axiom that seasonal monetary 
stringency is inevitable and that this stringency must bring about 
such wide ranges of interest rates as are experienced. 

In our opinion this conception is wrong. It is one of the tasks of 
a properly managed and well organised Reserve Bank to tide over 
busy periods when money is in strong demand without unduly raising 
the bank-i ale. The absence of a mechanism, vliich by expanding 
credit can meet the seasonal demand for money, is mainly responsible 
for the variations in the bank rate. 

In this respect the position of the Imperial Bank ought to be consi- 
dered. This, the largest and most important bank in India, is a 
hybrid institution. It is the Government banker and in connection 
herewith its task is limited by law. The most important restriction 
consists in its being shut out from foreign exchange business. The 
bank acts as the bankers’ hank without having the right to issue bank 
notes as the currency is controlled by the Government. This results 
in the Government practically dominating the bank-rate and the 
money-market. 

Tim restrictions imposed on the Bank’s activities do not prevent 
it from being the strongest commercial bank in the country. 

This dual position of the Imperial Bank has several detrimental 
consequences. As stated already, the control of currency and the inland 
credit giving are in the hands of two distinct authorities. 

The Imperial Bank has no concern with the international position 
of thr monetary unit of the country. It has some of the privileges of a 
Reserve Bank, having the free ime of Government balances and acting 
as the Bankers’ Bank, but it does not perform the task of a Reserve 
Bank. Being primarily and mainly a commercial bank and having no 
responsibility for the supply of currency, it has no inducement to- 
carry such strong ca h reserves during the slack season that it is in 
a position to tide over stringency of money during the busy season* 
without unduly raising the bank-rate. 
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It invests large amounts (at the present moment about 57 per cent 
ol its credits to the business life of the country) in Government secur- 
ities whilst trade and industry have to pay high interest rates as a 
result of the bank-rate being raised. If a Reserve Bank existed in 
India, it would be the task of that bank to keep during the slack season 
the cover in gold and gold securities of its sight liabilities at a high 
.percentage of 50 per cent more in order to be strong enough to increase 
its credits during the busy season and accommodate business at a 
moderate rate of interest. 

The Imperial Bank uses as safeguard the emergency currency which 
it is entitled to borrow— -to a maximum of 12 crores— from the Govern- 
ment if and in so far as its cash reserve is insufficient to expand its 
credits. It relies upon this safeguard and can therefore keep its own 
cash reserve at a comparatively low level. Xo loan, however, may 
under the present regulations, be made until the Bank rate rises to 
0 per cent, whilst the entire amount outstanding at any time bears 
interests at Bank rate subject to a minimum limit of G per cent for 
the first four crores and of 7 per cent for the subsequent eight crores. 
The Reserve Bank would have no Government help to fall back upon 
but would have to rely upon its own reserves and thus be compelled 
to keep sufficient free reserves for supplying the country with the 
currency needed during the crop-moving season. 

By way of illustration it may be mentioned that on the 31st of 
March 1930 the liabilities of the Reserve Bank under the Bill of 1928 
would have been about 217 crores. The minimum cover in gold and 
gold securities would have been 40 per cent or nearly 87 crores. The 
Government would have had to transfer gold and gold securities to 
the Bank to an amount of 50 per cent or 108$ crores, so that even 
without having increased this percentage of 50 per cent during the 
slack season, the Bank could have accommodated the country with 
•currency to an amount of 2$ x 21 4 or 53^ crores before the minimum 
cover would have boon reached. Assuming that no action to raise the 
bank-rate would have been deemed necessary before the cover in gold 
and gold securities would have decreased to 45 per cent, the Bank 
could have issued emergency currency to an amount of 25 crores. 

Xo criticism whatever is meant by the above against the action of 
the Imperial Bank. On the contrary, we are of opinion that the Bank 
fulfils its task in an admirable way and that its shareholders would 
have well-founded reasons for complaint if the Banks’ management 
followed the policy of a real Reserve Bank. It is the system, not the 
Bank’s policy, that is wrong, and the sooner this system is changed 
and the Reserve Bank constituted, the better it will be for the country 
and its banking organisation. 

As is well known, the Government of India prepared a Bill to 
establish a gold standard currency and to constitute a Reserve Bank. 
This Bill, however, has not been passed into law. 

We flunk it one of the principal ditties of the Central Banicing 
Enquiry Committee to recommend that a tteserve Bank should be 
established in India as soon as possible and that this institution 
should be free from political influence . 

The main tasks of the Reserve Bank would be: — 

^ (a) To keep the currency of the country at par with gold, in 

any case at a value between the upper and the lower gold 
point. 
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(6) To control as far as possible the credit situation and the 
rate of interest at which short-term credit will be available 
for trade and industry. 

In regard to the first task, the provisions of the bill may be deemed 
satisfactory. In addition to the obligation to buy and sell gold and. 
gold exchange, the bank will be allowed to purchase from and sell to 
scheduled banks and persons approved' by the Board of Director of 
the Bank the currencies of such gold standard countries as may be 
specified in this respect by the Governor-General in Council, and bills 
of exchange (including treasury bills) drawn in or on any place in 
any such country and maturing within ninety days from the date of 
such purchase ; and to keep balances with banks in such countries. 

Moreover the bank will be entitled: 

To purchase and sell securities maturing within five years from 
the date of such purchase, of the Government of any gold standard 
country as mentioned above ; 

To open an account with and act as agent or correspondent of any 
other bank which is the principal currency authority of a gold stand- 
ard country under the law for the time being in force in that country 
or any of the Federal Reserve Ranks in the United States of America. 

These provisions will enable the Reserve Rank to build up a strong 
position in foreign exchange and foreign securities which the bank 
can sell if, and so far as necessary, to strengthen the international 
value of the Rupee. 

The stipulations in the Rill with regard to the second task seem to 
us less satisfactory. We refer to the Rank’s influence on the inland 
credit situation and on the rate of interest at which short-term credit 
will be available for trade and industry. 

With exceptions, which will be mentioned hereafter, the inland 
credit giving business of the Bank will in general be confined to: — 

The purchase, sale and rediscount of bills of exchange and promis- 
sory notes, drawn and payable in India and arising out of bona fide 
commercial or trade transactions bearing two or more good signa- 
tures, one of which will be that of a scheduled bank , and maturing 
within ninety days from the date of such purchase or rediscount. 

The making of loans and advances, repayable on demand or on the. 
expiry of fixed periods not exceeding ninety days against the security 
of : — 

Stocks, funds and securities (other than immovable property) in 
which a trustee is authorised to invest; Gold coin or Bullion, or docu- 
ments of title to the same ; 

Such bills of exchange and promissory notes as are eligible for 
purchase or rediscount by the bank. 

It follows from the above that apart from the loans or advances 
against securities and gold coin or bullion, the Reserve Bank’s busi- 
ness will depend on the demands for credit by the so-called “Scheduled^ 
Banks”. The term “Scheduled Bank” means a bank included in the 
First Schedule to the Bill 



The following exceptions to this rule are allowed : — 

(a) For the purpose of financing seasonal agricultural opera- 

tions or the marketing of crops, bills of exchange and 
promissory notes of not more than six months’ maturity, 
may be purchased or rediscounted to a limited extent, 
which bear as one of the signatures that of a Provincial 
Co-operative Bank instead of that of a scheduled Bank; 

(b) During the first five yeans loans and advances may be made 

against promissory notes of any scheduled bank or a 
Provincial Co-operative Bank , supported, by documents 
evidencing title to goods which have been transferred, 
assigned, hypothecated or pledged to any such bank as 
security for a cash credit granted for bona fide commer- 
cial or trade transactions, or for the purpose of financing 
seasonal agricultural operations or the marketing of crops; 

(c) When, in the opinion of the Board of Directors of the 
Bank, it is necessary or expedient that such action should 
be taken in the interests of Indian trade or commerce, or 
for the purpose of enabling the bank to perform any of 
its functions, the bank may purchase, sell or discount any 
bills of exchange or promissory notes drawn and payable 
in India and arising out of bona fide commercial or trade 
transactions, bearing two or more good signatures and 
maturing within ninety days. 

The question arises whether these provisions will enable tho 
Reserve Bank to exercise full influence on the internal interest rate 
and to prevent undue increase of that rate during the busy season. 
We doubt whether this will be the case. 

In the first place, attention may be drawm to the fact that no well- 
developed and extensive bill-market exists in India and that it will 
take years before such a market can be created. As the experience 
with regard to the loans from the Paper Currency Department to the 
Imperial Bank has showm, the amount of trade bills which are avail- 
able as securities for these loans is insufficient. Notwithstanding the 
efforts of the Imperial Bank to create bills against its outstanding 
credits, it was often impossible to borrow, within the limit of the 
maximum of 12 crores, the money that was wanted to meet the season- 
al demand. As compared with loans and cash credits, the inland bills 
discounted and purchased form only a small item among the assets of 
the Imperial Bank. It seems, therefore, very likely that the Reserve 
Bank, in so far as its business is limited to the purchase and discount, 
of bills and promissory notes arising out of bona fide commercial and T 
trade transactions and bearing two or more good signatures, will not 
be able to provide the country on the basis of such bills and pro-notes 
wfith sufficient accommodation to tide over the periods of strong 
demand for money. 

In the second place, it ought to be emphasised that the position of 
the scheduled banks under the bill will be so strong that it is not in- 
conceivable that they will, much more than the Reserve Bank, decide 
upon the level of the interest rate. During the slack season the posi- 
tion will be that there will hardly be any business for the Reserve 
Bank to do, wdiilst on the other hand in the busy season, as soon as the 
scheduled banks will have to apply to the Reserve Bank for credit 
help, they will probably raise their rates. The result will be that 



fluctuations in the interest rate, as result from the present system, will 
continue. 

These considerations bring us to the conclusion that the Reserve 
Bank should be given the opportunity of making loan* and advances 
on the security of movable goods , wares and merchandise besides the 
warehouse warrants or warehouse receipts representing the same. 

To avoid misunderstanding, it may be added that the Reserve Bank 
need not necessarily avail itself of this opportunity to a large extent; 
the mere fact that the opportunity exists will enable the Bank to 
exercise a strong influence on the level of the rate of interest. 

In this connection we would point out the following considerations, 
which form the introduction to the further measures which, in our 
opinion, should be taken with regard to the money-market in India. 

As stated above, no elastic and well provided bill-market exists in 
India. This is the result, not of lack of organisation, but mainly of 
.the fact that for the time being the fundamental conditions for such 
p, bill-market are lacking. We need not go into details in regard to 
.this subject, since it is generally agreed upon that it will take time 
.before these conditions will be fulfilled. We must face the facts, and 
.since the facts in this respect are that preparatory work of several 
years will be needed to educate the financial and business community 
,of India in order to make it ripe for a real and highly developed bill- 
, market, we must try to achieve our aim in a way which will meet tho 
present conditions of the country. 

This method is in our opinion to develop, extend and improve, as far 
,and as soon as possible, the system of credit giving against the security 
of movable goods, especially of the products of the country. As long 
as credit instruments, which are based on personal standing, confi- 
. donee and knowledge are not available to such an extent as is necessary 
to finance business and trade, the deficiency must be filled up by basing 
the credit system on the security of valuable and liquid assets as bonds, 
shares and movable goods. This has been the experience in other 
countries. As a striking example, we may point to the Dutch East 
Indies, where no money market and no inland bills exist. With a few 
exceptions the whole inland credit-system in that country of both the 
Reserve Bank (Java Bank) and Commercial hanks is based on the 
making of loans and advances against the security of stocks and funds, 
goods, wares and merchandise, coin and bullion, besides the warehouse 
warrants or warehouse receipts representing tho same. Moreover, the 
commercial banks grant credits to sound plantations during the crop 
growing time against security of the crops. 

It follows that the Java Bank does not act as a bankers' bank in 
the strict sense of the word. This would he utterly impossible under 
the prevailing conditions since the bank would be unable to exercise 
any influence on the interest rate in the country and would be com- 
pelled to restrict its task to that of an exchange bank without being 
able to co-ordinate its foreign exchange business and its inland credit 
giving. 

Under the present system, the Java Bank is in a position to stimu- 
late inland trade, to provide cheap credit, which results in better 
prices for the products of the country, to expand its credits in order 
to tide over periods of stringency or to restrict its credits i n order to 
strengthen the international position of the currency. This system 
works most satisfactorily because it «uits the conditions of the country 
and the stage of development of its population and its business life. 
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It is not artificially built up on the example of foreign countries where 
circumstances are quite different. It has grown gradually in the 
■course of the century, during which the Java Bank acts as the bank 
of issue of the Dutch East Indies. The interest rate for shortterm 
credit is moderate — at present to 5 per cent — and this rate is usually 
maintained at the same level during the busy season. 

This survey leads to the conclusion that considerable improvement 
of the credit situation and the money-market in India can only under 
present conditions be achieved by improving and extending , as far and 
as soon as possible f the storage and warehousing of goods in order to 
enlarge the basis of the credit system . 

It seems premature at the present stage of our work to enter into 
details. If our view might be accepted, a scheme could be devised in 
connection with the needs of the marketing system, since both credit 
system and marketing are involved. 

The ultimate aim would be, in our opinion, to cover the country 
with a widespread network of warehouses or godowns, adapted as 
much as possible to the requirements of the various parts of the 
-country; the establishment and management of these warehouses 
should, as far as possible, be in the hands of one big private company 
with agencies in a gradually growing number of marketing places. The 
warehousing system should be linked to the railway system; arrange- 
ments should be made for grading the products stored in the ware- 
houses according to their quality. 

The warehouse receipts issued by the company would be negotiable 
instruments of title which can safely be accepted by banks and bankers 
as collateral for credits. 

If such an organised and well managed system of warehousing 
could be established, an instrument would be created which suits the 
needs of the country better than under present circumstances the bill 
of exchange or promissory note can do; these instruments would form 
media between the different parts of the present credit and banking 
organisation; they would enable the Reserve bank to make its policy 
with regard to inland-credits effective and to tide over periods cf 
stringency in the money-market. 

The great problem in respect of the money-market under present 
conditions in India is to create an instrument which is acceptable to 
all parts of the banking organisation, which is not exclusively depen- 
dent on the standing and respectability of the borrowers, which re- 
presents a real value in non-perishable, readily saleable, goods. This 
can only be achieved by establishing a warehouse system as advocated 
above, and therefore the forces of Government and business life in 
India should be concentrated on the construction and development of 
such a system. 

Apart from this aim i, measures to stimulate and extend the use of 
bilh ought to be considered. As stated in several reports, the use of 
Muddati Hundis has diminished in the course of time. Considerable 
difference of opinion on the causes of this phenomenon exists. 

As such reasons are mentioned: — 

the development of the cash-credit system which is said to have un- 
favourably influenced the use of bills; 

the reluctance of banks to discount these^ bills as freely as before, 
without the reasons for this reluctance having been mentioned; and 

the high stamp duty. 



654 


However this may be, it seems of greater importance to devise- 
remedies than to enter into discussions on historical' development. 

It ought to be emphasised at the outset that genuine trade-bills as 
would be eligible for purchase or rediscount by the Reserve Bank, can 
only be created if producers and traders are prepared to sell on credit. 
The distinction between trade-bills and finance-bills is of the greatest 
importance, and the information which we gathered seems to point at 
great difficulties experienced by purchasers of bills in endeavouring 
to distinguish between these two classes of paper. 

The establishment of the Reserve Bank must also in this respect be 
considered the first and fundamental measure for gradual improve- 
ment and extension. The published rate of the Reserve Bank should 
be the discount rate for genuine first class trade bills and loans even 
against Government securities should have to pay a somewhat higher 
rate. The popularity of the bill of exchange or humli would be 
increased since an inducement for trade and banking would be created 
to foster the hill-market. 

The stamp duty on usance bills should be reduced if the contention 
that the duty is excessive would prove to be correct; uniformity of 
this duty for all parts of India should be advocated. 

The importance of furthering the issue of vernaculars and of the 
standardization of that use has already been emphasised in the memo- 
randum on commercial banks. 

All these means may be useful, but it must be realised that consi- 
derable improvement can only be achieved if and in so far as on the 
one hand the existing prejudice against the rediscounting of bills 
could be removed and, on the other hand, the necessary educational 
work meets with success. 

The prejudice seems to exist with the indigenous bankers and also 
with joint-stock banks. They regard it as a sign of weakness to redis- 
count their bills. We think it hardly conceivable that their prejudice 
could last a long time after the constitution of the Reserve Bank. The 
fact that even the Imperial Bank will avail itself of the rediscounting 
facilities of the Reserve Bank will, in all probability, dispel the preju- 
dice. 

The educational work will certainly take a much longer time. This 
work must aim at creating the knowledge and confidence which in 
western countries, especially in England, are the foundations of the 
bill-market. This knowledge and confidence are lacking with regard 
to the genuine character of the bill and the financial standing of the 
signatories to the bill. It seems to us that the initiative to improve 
this situation must be taken by those who are in the position to create 
bills and who want to sell or discount these bills. They, the producers 
and traders, must come to the conviction that they serve their own 
interests by disclosing their real financial position to their banks. If 
they act in accordance with this conviction and an inducement, as 
advocated above, is created by the Reserve Bank for the use of bill’s, a 
gradually glowing numl>er of first class trade bills will come forward. 
The Reserve Bank and the commercial banks will then, in due course] 
have to decide whether a further step should be taken by raising the 
interests on cash-credits in current-account to a higher level than the 
rate for such credits for a fixed period of two months. 

Perhaps the most important, but at the same time the most diffi- 
cult, measure would be to extend the working sphere or in any case to - - 
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improve the banking standing of those who may be considered as the* 
original operations in the hundi market, the indigenous bankers. 

Not much is known of this class of the banking community, but it 
cannot be doubted that their work in financing agriculture, internal 
trade and small industries is of great value to the interest of the 
country. 

With regard to the position of this class of businessmen, it must be 
concluded that in several parts of India their position is weakened as 
a result of the spread of more modern banking methods. 

It has been experienced in most countries that the influence and the 
working sphere of the private banker has diminished as the commer- 
cial banks penetrate into the country. This natural course of events 
will continue in India, but it will spread over many years- to come and 
it seems not unlikely that, even apart from the influence of the present 
world crisis, the process will be slackened. It may be pointed out in 
this respect that after the Reserve Bank will have been started and the 
Imperial Bank will be converted into a purely commercial bank, the 
Government will not any longer have the opportunity of compelling 
this bank to establish new branches in places where no fully remunera- 
tive business can he found. The number of places which offer the pos- 
sibility of remunerative business for branch banking will grow very 
gradually. 

All things taken together, it must be expected that the country for 
its banking accommodation will need the indigenous bankers during a 
great many years and such the more since a part of the large held, 
which is covered now by the money-lenders, may in future be opened 
to the indigenous bankers. 

We think it, therefore, of the greatest importance for both the 
general interest and the indigenous bankers to strengthen the position 
and to raise the standard of these bankers. This can only be done with 
the co-operation of themselves. They will have to adjust their posi- 
tion to the changed circumstances and they will have to decide upon 
the direction which they want to follow. 

The first requirement would be that a clear distinction be made 
between their banking business on the one hand and their trade and 
other activities on the other side. They can either give up their trad- 
ing and other occupations than banking, or they can give up their 
banking. A third possibility the transformation of their trade-depart- 
ment or their banking-department or both into separate companies in 
the form either of a joint-stock company or a Kommandit- company — 
has already been discussed. 

We are not in favour of compulsory measures with regard to the 
indigenous bankers. They should establish or reform their own asso- 
ciations, which would have to make regulations with regard to rates of 
interest, publication of balance-sheets and profit and loss-accounts, 
proper book-keeping and auditing, and in general have to take all 
thosp steps which seem appropriate to raise the standing and improve 
the banking methods of their members. 

A close contact should be established between these associations and 
the Reserve bank in order to enable the latter to influence the policy 
of the former in the interest of their members and of banking in 
general. 

The membership of an association as we have in view would greatly 
raise the standard of the indigenous bankers and would inspire the 
public with confidence to entrust their money to these bankers. This 
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undoubtedly would develop the banking habit, attract deposits and 
reduce any hoarded capital. 

If these lines could be followed, and if the individual indigenous 
bankers are prepared to disclose their financial position to the banks 
with which they do their business, it may be expected that the condi- 
tions for an extension of the bill-market will be created. Their know- 
ledge of local conditions and of the trade transactions, which must 
form the basis of good bills, the confidence which their signature on 
the bill will inspire, will induce commercial banks to discount their bills 
more freely than at present. They will be the agency through 
which the financial transactions of inland trade may be moulded to a 
higher degree than at present in the form of bills. They will thus 
provide the banking community with a gradually growing , number of 
indigenous bills, which may be rediscounted by the commercial banks 
and eventually by the Reserve Bank, whilst we think it advisable that 
the Reserve Bank should establish direct relations with and grant 
rediscount facilities to those indigenous bankers who have complied 
with the desiderata already explained and whose financial position 
satisfies the Bank's requirements. 

In the above no mention has been made of the introduction of 
rupee bills in connection with the import trade of India. At the 
present stage we consider the improvement of the inland bill and 
money-market as the fundamental and primary problem. This prob- 
lem must bo solved before progress to an appreciable extent can be 
expected in the use of rupee bills for settling foreign trade transac- 
tions. The question, as to in what currency the bill will be drawn in, 
forms part of the conditions which have to be agreed upon by buyers 
and sellers. It needs no comment that they will try to find the cheap- 
est solution. Under normal circumstances the currency of that country 
will be preferred where the lowest rate of interest prevails and the 
money and bill-market is so well developed that no doubt can exist 
about discount facilities being available at any time during the 
currency of the bill. These conditions are lacking in India. As long 
ns this is the case, trade and industry will be hampered and the cost 
of imported goods raised by enforcing sellers of foreign goods to draw 
rupee bills. 
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ENCLOSURE V. 

Banking Regulation. 

The existing banking regulations are embodied in the Indian Joint 
Stock Companies Act which governs Indian Joint Stock Companies 
in general and moreover contains some special provisions with regard 
to banks. 

In the first place, therefore, the question arises whether this system 
improved and amplified as far as necessary should be maintained or 
a Special Bank Act should be created. We would prefer the first solu- 
tion which is simpler and can in our opinion meet all requirements. 
It should be emphasized that too many legal restrictions will hamper 
the useful sphere of activity of banks and may thereby make them 
unpopular. 

In the second place, it may be pointed out that no banking regu- 
lations can prevent unsound management, losses and failures. The 
full responsibility ought therefore to be left with the management and 
the Board of Directors and no measures should be taken which would 
weaken that responsibility. 

The Articles of Association which form the constitution of a bank’s 
business ought to be framed with great care in order to prevent as far 
as possible abuses and activities which are outside the scope of 
sound banking. It is suggested that the Registrar of the Joint Stock 
Companies should scrutinise these Articles of Association with great 
care. If he finds that they do not contain satisfactory safeguards or 
if they allow business other than banking, he should refuse registra- 
tion until they have been properly amended. The Registrar should 
be given the necessary powers to act accordingly. Share-holders of 
the existing companies also should examine their Articles of Associa- 
tion with a view to ensure that they are on a proper basis. 

The experts place great importance on the necessity of sound audit- 
ing but they do not consider that any special form of Government 
inspection would serve a useful purpose or be any greater safeguard 
than the present system of auditing by authorised accountants. If it is 
felt that some of the existing firms of accountants are not sufficiently 
reliable to be entrusted with the work of auditing the accounts of a 
bank, then some form of regulation based On the Canadian System may 
be adopted (a paper on the Canadian System is appended). The experts 
feel, however, that the strenerthening of the Companies Act with regard 
to auditing, so that the Auditors must make a report and be responsible 
for its accuracy, is all that is required. 

Finally, we feel that the Reserve Bank will be able through its 
position and aided by a Bankers’ Association to so influence the policy 
of other banks that detailed legal restrictions will be unnecessary. 

. Of the suggestions made to the Central Banking Enquiry Com- 
mittee, two appear to call for special comment: — 

(i) the question of the Exchange Banks, and 

(ii) the definition of the word “bank” or “banker.” 

(i) The position of the Exchange Banks has already been fully dis- 
cussed under Finance of Foreign trade. 

(ii) 'Hie definition of the term “bank” or “banker” is well nigh im- 
possible in India. It could not be made without excluding many firms 
or individuals, who are ab present doing a considerable portion of 
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the financing of the country. If such a definition were made by law, 
it might well damage the credit of these, cause public alarm and there- 
by impair the trade of the Nation. Such definition therefore should 
not be attempted. It is proposed, however, that the term “Member of 
the Central Bankers’ Association’ be invented. Every bank or indi- 
genous banker whose bills the Reserve Bank decides to accept should 
have the right to use this title provided they undertake to abide by 
the rules of the Association. 

The objects of this proposal are: — 

(i) To invent a new title, the prestige of which is well worth 
having without in any way damaging an existing institution, 

(ii) To encourage Indigenous Bankers to adopt modern methods. 

(iii) To enhance from the outset the power of the Reserve Bank and 
to make it impossible for business jealousy to prevent any eligible firm 
from attaining the right of joining in the Central Banking Associa- 
tion. 

The other proposals which have been placed before the Central 
Banking Enquiry Committee may be divided into five separate 
groups : — 

(i) Those which would hamper free competition and the deve- 

lopment of banking and which ought not to be adopted, 

(ii) Those which should be adopted and which necessitate 

amendments in the Indian Joint Stock Companies Act. 

(iii) Those which are relative to the subjects that ought to be 

left to the control of the Board of Directors and the super- 
vision of Auditors. 

(iv) Those which ought to be met by the Articles of Association 

and the supervision of the Registrar of the Joint Stock 

Companies before registration. 

(v) Those lying within the purview of the Reserve Bank. 

We deal hereafter only with the last four groups. 

Proposals which necessitate amendments in the Indian Joint Stock 

Companies Act . 

(a) The Act should give the powers of the Registrar to refuse the 
registration of banks whose Articles of Association are not in accord- 
ance with the law ; 

(b) these Articles must prohibit other activities than banking ; 

(c) the Articles of Association shall contain provisions in con- 
formity with the respective proposals mentioned hereafter (see pro- 
posals which ought to be met by the Articles of Association) ; 

(d) The authorised capital of a bank should not be more than 
double the subscribed capital; the paid-up capital should not be less 
than 50 per cent of the subscribed capital ; 

(e) A provision should be inserted with regard to auditing on lines 
similar to clause 5 of section 55 of the Dominion of Canada Act of 
1923. No remuneration of auditors should be valid unless fixed at a 
general meeting of the share-holders; 

(/) A provision should be made by which auditors and officers of 
the bank would be rendered liable for omission to state material facts 
in their reports and in the presentation of the accounts of the bank; 



( q ) Protection of banks against frauds in connection with Trust 
•receipts; any such fraud should be made a criminal offence; 

(h) Articles of Association of all Joint Stock Companies should be 
published in the official Gazette. 

(i) The law should permit a temporary moratorium on the recom- 
mendation of the Reserve Bank to prevent compulsory and too rapid 
liquidation of a bank, which is in difficulties; 

(j) Provision for the appointment of a committee of inspection cn 
the lines of the English Companies Act, 1929, in the case of the liqui- 
dation of a bank; 

(k) In the case of compulsory liquidation safeguards should be 
given to the creditors on the lines of the English Companies Act. 
Compulsory liquidation should be under the supervision of the district 
court. The power to order transfer of winding up proceedings from 
one province to another should be given to the Governor-Generalin 
Council on the recommendation of the Reserve Bank. The question 
of the costs of liquidation should be dealt with by the courts and 
delinquent directors or officers of the bank should be prosecuted at 
public expenses. 

(7) Directors and Auditors shall be liable for negligence in discharge 
of their duties. 

Proposals relative to subjects that ought to he left to the control of the 
Board of Directors and the supervision of Auditors. 

(a) Provision for adequate reserves. 

(b) The form of the balance sheet and profit and loss account. 

(r) Loans to a limited company, a director of which is also a 
director of the bank or to a limited company in which any of the banks’ 
directors are members of the managing agents’ firm. 

(d) Valuation of investments and doubtful or bad debts. 

Proposals which ought to be met by the Articles of Association. 

(a) Prohibition to advance any loan on the security of the bank’s 
own shares. 

(b) Limitation of loans granted to managers, staff and directors. 

(c) Proper regulation of the allocation of profits. 

(d) Provisions in order to enable share-holders to inspect the 
balance sheet and profit and loss account and to take effective action 
at the general meetings. 

(e) Time within which the annual general meeting must be held 
after the close of the financial year. 

(/) Voting power of managers or other officers of the bank, the 
period of validity of a proxy, and the voting power of individual 
share-holders. 

(g) Decision on the validity of every vote tendered at the polls 
and time within which objections to the legality of a vote should be 
raised. 

(7?) Restriction of the power of a bank’s directors to refuse to 
register shares. 

(0 Provision with regard to voluntary liquidation of the bank and 
the appointment of liquidators. 

Proposals lying within the purview of the Reserve BanVs task. 

(a) Monthly statements of liabilities and assets and the form of 
these statements. 

(b) Advice and co-operation in cases of amalgamation or re-con- 
•atruction of banks which are in difficulties. 
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ANNEXURE I. 

It is suggested that, to begin with, Indian Banking should be* 
organised into three voluntary associations: — 

1. The Indian Joint Stock Banks’ Association, 

2. The Exchange Banks’ Association, and 

3. The Indigenous Bankers’ Association. 

Each of these Associations should endeavour to form rules for their 
respective members so as to make their practice more efficient and as 
far as possible identical within their own Association. 

As an apex of these there should be the Central Bankers’ Associa- 
tion ; the members of this would be all the members of the other three 
who had developed sufficiently for the Reserve Bank to feel justified? 
in discounting their bills. The Committee of this Association would> 
not only make rules for its own members but would also give advice to 
the Subsidiary Associations in every way it thought useful. It is to be 
hoped that through this co-ordinating influence it may eventually be- 
possible to merge all the Associations into the Central Banking Asso- 
ciation. 
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ANNEXURE II. 

Audit Regulation in Canada . 

1. Those qualified to audit . — The affairs of all Canadian Banks- 
must be audited by two persona residing in Canada, each one of whom 
must have been an accountant for at least six years preceding the- 
taking up of his appointment and he must also be a member in good 
standing of an institute or association of accountants incorporated 
under authority of the legislature of any province of Canada. 

2. Lists of Auditors . — A list must be furnished to the Minister of 
Finance and also to the Canadian Bankers’ Association by each such* 
incorporated institution of accountants of all members of their corpo- 
ration in good standing whose names are entitled to be included 
therein as determined by the provisions of the above section and such 
list must bo certified under their corporate seals. 

3. Selection of Auditors . — The Minister of Finance may select from 
such list the persons any one of whom shall be eligible to be ap- 
pointed an auditor of a bank, but if the Minister does not make a. 
selection all the persons on the list shall be eligible. 

4. Publication of List . — The Minister shall cause to be inserted in 
the Canada Gazette a public notice giving the names of persons so 
selected. 

5. Appointment of Auditors.— Share-holders shall at each annual 
general meeting appoint two persons, not members of the same firm, 
whose names are included in the last published list to audit the affairs* 
of the bank, but if the same two persons or members respectively of 
the same two firms have been appointed for two years in succession, 
one such person or one member of one such firm shall not be again 
appointed as auditor during the next two years. 

6. Remuneration of Auditors.— The remuneration of auditors is 
fixed by the share-holders at the time of their appointment and is paid 
by the bank. 

7. Power of Auditors.— Every auditor shall have a right of access 
to the books and accounts, cash, securities, documents, etc., and shall 
be entitled to acquire from the directors and officers of the bank such 
information and explanation as may be deemed necessary. 

8. Scope of audit.— The Minister may, from time to time, require 
the auditors of a bank to report to him upon the adequacy of the 
procedure adopted by the bank for the safety of its creditors and 
shareholders and as to the sufficiency of their own procedure in audit- 
ing the affairs of the bank, and the Minister at his discretion may 
enlarge or- extend the scope of the audit. 

9. Duty with respect t 0 Directors.— It shall be the duty of the 
auditors to report individually or jointly to the general manager and 
to the directors in writing, any transactions or conditions affecting 
the well-being of the bank which may not be satisfactory to them. 
They shall report specifically to the General Manager* and Directors 
upon any loans exceeding 1 per cent of the paid-up capital which in 
their judgment are inadequately secured. This provision is not to be 
construed to relieve any director from the proper discharge of his 
duties. The report must be incorporated in the minutes of the 
Directors' next meeting. 
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10. Report by Auditors .— The auditors shall make a report to the 
share-holders on the statement of the affairs of the bank to be submitted 
by the directors at the annual general meeting and this report shall 
state (a) whether they have obtained all the explanations they require, 
(6) whether, in their opinion, the transactions of the bank have been 
within the powers of the bank, (c) whether, in their opinion, the 
statement referred to in the report discloses the true condition of the 
bank, and ( d ) whether the statement is as shown by the books of the 
bank. 

11. Auditors i Report .— The Auditors’ Report must be attached to 
the statement submitted by the directors to the share-holders and must 
■be read before the share-holders in the Annual General Meeting. 

12. Employment by Bank . — Any auditor of a bank during his term 
of service or the firm to which he belongs may not undertake any 
employment for, or at the instance of, such bank. 

13. Eligibility . — No person shall be appointed an auditor of a 
bank if he or any member of his firm is a director or officer of such 
bank. 

14. Reports to Ministers . — A copy of all reports made by the audit- 
ors to the General Manager and Directors shall be transmitted to the 
Minister by the Auditors at the same time as transmitted to the 
general manager and directors. 


THE CANADIAN BANKERS’ ASSOCIATION. 

(See Section 12k of Bank Act). 

The principal functions of the Association include: — 

1. Supervision of Chartered Banks’ note circulation, 

2. Custody and management of Central Gold reserves, 

3. Establishment and control of Bankers’ Clearing Houses, 

4. Promotion generally of interests and efficiency of banks and 

bank officers; Education and training of officers, 

5. The appointment of a Curator to any bank that has failed 

pending the nomination of a Liquidator. No by-law, rule 
or regulation of effect until approved of by Treasury 
Board. 
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ENCLOSURE VI. 

Commercial Banking. 

Conclusion communicated to the foreign banicing experts. 

1. The figures of deposits for ten years from 1919 to 1928 -with the 
various classes of banks are as under: — 

(In crores of rupees). 


Year. 

1 

Imperial 
Bank of 
India. 

Exchange 

Banks. 

Joint Stock 
Banks. 

1919 

• 





68 

74 

61 

1920 

* 





78 

75 

73 

1921 




• 


06 

75 

80 

1922 




• 


57 

73 

65 

1923 

• 



• 

• 

74 

68 

48 

1924 






77 

71 

55 

1925 






78 

71 

| 58 

1926 






74 

72 

63 

1927 






: 72 

1 

09 

64 

1928 

• 





71 I 

1 

1 1 

•7 j 

66 

. 


It is not correct to infer from these figures that the banking 

resources of India are limited, for, one has to take into account the 

following factors: — 

(a) The number of principal towns which possess a bank or a 
branch or agency of a bank was only 339 in 1928. It was 185 in 1919. 
It has to be remembered that the number of towns in India is about 

2,300. It is true that the investigations of the Provincial Banking 

Enquiry Committees indicate that there is little hoarded wealth ia the 
country held in precious metals other than investments in ornaments 
and jewellery. But it is obvious that the absence of banking facilities 
at most of the urban centres must result in the temporary locking up 
with individual possessors of large sums of money which may be 
required for expenditure later but which, if commercial banks were 
in existence at such centres, would be made available for the develop- 
ment of credit facilities, particularly to meet seasonal requirements. 
We have not overlooked in this connection the existence of indigenous 
bankers, but it appears from the reports of the Provincial Banking 
Enquiry Committees that it is not the universal practice of these 
bankers at all places in India, to accept deposits from the public. 
Considering the fact that the vast bulk of the people live not in towns 
but in villages, the absence of banking facilities to the people at large 
becomes all the more noticeable, 
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(6) The deposits with co-operative central banks and banking unions 
on the 30th June 1930 were Rs. 18i crores. Further, in spite of various 
restrictions on investments in the postal savings banks and post office* 
cash certificates, the figures of these accounts increased from Rs. 27 
crores in 1921-22 to Rs. 72 crores in 1929-30. These facts together with 
the increase in Government borrowings by short term loans and trea- 
sury bills, at any rate, during the last few years, indicate the existence 
of potential banking resources in India. The committee recognise that 
to the extent that short term loans and Treasury Bills are taken up by 
banks out of deposits, it would not be a separate factor. 

(c) Although no accurate figures of export of capital from India 
are available, it is generally accepted that resources which would 
ordinarily have remained in India have in recent years, a tendency 
to be remitted abroad, and this would partly affect bank deposits. 

(d) The duplication of deposits is very much less at present than 
before, balances of Exchange Banks and joint stock banks with other 
banks and interlending among banks being very much less than 10 years 
ago. The deposit figures of 1928 would, if these balances were ex- 
cluded throughout the decennium, show a larger increase during the- 
ten yeans period than is apparent. 

(e) The last years of the decennium were years of trade depres- 
sion while the earlier years were of the boom period. A statistical 
comparison of the mere figures of total deposits therefore does not 
convey a true idea of the position. We may note in this connection 
the corresponding figures of deposits with the various classes of banks 
mentioned above for the years 1900 and 1910. 


(In crores of rupees.) 


Year. 

Imperial 
Bank (Three 
Presidency 
Banks). 

Exchange 

Banks. 

Joint Stock 
Banks (with, 
capital and 
reserves of 
Rs. 5 lakhs 
and over). 

1900 . 



13 

10 

8 

1910 . 



32 | 

25 

2 


(/) It may be noted that the capital of indigenous bankers and< 
their deposits are not included in the table at the beginning of this 
paragraph as the figures are not available. 

2. It will be a long time before India is provided with a net-work 
of branches of joint stock banks. Partly for this reason and partly 
to utilise the valuable knowledge and resources of the indigenous 
bankers, it is necessary to link up the latter with the Reserve Bank 
and thus strengthen their present position and increase their ability 
particularly for the purpose of providing banking facilities in areas 
where there is no bank at present, and to classes of population whoso 
requirements are not generally catered for by joint stock or co-opera- 
tive banks. The exact method of linking the indigenous bankers witb 
the Reserve Bank i 8 dealt with separately. 
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3. It is not advisable in the larger interests of the country to 
-restrict in any way the branch activities of the banks in India, even 
though it may result in over-banking in certain up-country places and 
in weaker banks, under the stress of competition, offering higher rates 
for deposits and accordingly giving loans at higher rates and increased 
risk. The question of imposing any restrictions on the opening of new 
branches by existing Exchange Banks and of requiring banks in gen- 
eral to take out licenses is dealt with separately. 

4. The position of the Imperial Bank of India as the bankers of 
“Government gives it an advantage over the Indian joint stock banks, 
but the competition between these is not at present dangerous, though 
certain witnesses have drawn the attention of the Committee to the fact 
that the competition is keenly felt. There is no competition at present 
; n regard to borrowing rates and that in regard to lending rates i3 
beneficial to the public. The question whether any special restrictions 
should be imposed on the operations of the Exchange Banks is examin- 
ed separately. 

5. If banks could not open full-fledged branches as not being warrant- 
ed by the business expected, we recommend for their consideration that 
they should open sub-agencies which might develop into branches later. 

6. No obstacles should be put in the way of mergers among smaller 

joint stock banks by stamp duties or taxation, and any existing 
obstacles in this direction should be removed. For example, if an 

amalgamated bank comes under the super-tax law, while the old 

individual banks were free, an exemption lrom super-tax for a limited 
period is recommended. 

7. The question of the control to be imposed on a bank, securing 

a majority ownership of another bank’s shares will be considered in 

the section on Regulation of Banking. 

8. The practice, which joint stock banks and the Imperial Bank are 
cultivating, of giving loans against gold ornaments is of two-fold 
benefit to the country; it introduces banking facilities for borrowing 
and saving to classes of people unaccustomed to the use of banks and 
it saves these classes of the population from the high rates of the 
money-lender. 

9. The extension of banking facilities for borrowing and saving will 
be facilitated by the use of vernacular scripts in the various fields of 
banking. The main scripts are 13 as noted below and each province 
would need 2 to 4 scripts to be recognised. 

1. Assamese; 2. Bengalee; 3. Burmese; 4. Devnagri; 5. Gujerati. 6. 
Gurmukhi; 7. Kanarese; 8. Malayalam ; 9. Modi; 10. Sindhi; 11. Tamil; 
12. Telugu; 13. Urdu. 

10. The relations between commercial banks and industries and the 
possibility of developing such relations on the lines of the German 
System are dealt with in the separate memorandum dealing with the 
financial requirements of industries. 

11. Existing commercial banks have invested a relatively large pro- 
portion of their resources in Government securities as compared with 
bills, but the position should improve with the passing of the present 
trade depression, the creation of a Reserve Bank and the development 
•of a Bill Market in India. 
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12. Bank advances fall under three classes (i) advances against 
tangible and saleable security lodged or pledged with the lender; (ii),. 
clean advances against personal credit with a second signature to the 
pro-note; (iii) clean advance against the personal credit of the bor- 
rower only. 

In India advances are mostly of classes (i) and (ii) while in western 
countries with highly developed banking systems, advances on class, 
(iii) occupy an important place. The difference between the position 
of India and such other countries is due to various reasons. The 
principal reason is the tradition established by the old Presidency 
Banks and later followed by the Imperial Bank of India based on the 
restrictions imposed upon them under the Acts governing their opera- 
tions. This tradition has been followed by other joint stock banks 
and has been reinforced by the provisions of the Indian Companies 
Act which demands a statement of loans under a separate classification 
showing secured and unsecured advances. The granting of unsecured 
loans on property appraised credit, instead of being regarded as 
ideal banking, is actually regarded by the shareholders as making for 
lack of safety for the bank and evidence of unsound banking. 

The other reasons are: — 

(a) the absence of touch and the lack of knowledge resulting 
therefrom between borrowers and lenders in the principal 
Money Market centres ; 

(h) absence of the policy of ‘one man, one bank’ which obtains in 
western countries; 

( c ) the practice in India has been materially assisted by, and 

has in its turn fostered, the Managing Agency system ; 

( d ) absence of institutions like ‘Seyds’ and ‘Duns’ for supplying 

information about the financial standing of the banks’* 
customers. 

13. We consider that banks in India generally should adopt as far 
as possible a more progressive policy in the matter of granting clean 
advances on the personal credit of borrowers only. In our opinion 
the change will be facilitated by the growth of the practice ‘One man, 
one bank’. 

14. We understand that individual banks at present maintain 
agencies for obtaining information in regard to their customers. The 
problem of pooling this information and organising some system of 
collecting reliable information suited to the needs of Indian customers 
and conforming as much as possible to Indian custom should be 
studied by the banks and the Bankers’ Association proposed by us. 

15. In order to open up the field of banking, any existing legal 
hindrances ought to be examined and removed if possible. Please see 
in this connection the chapter on ‘Legislation and Legal Procedure’ in 
the summary of Provincial Banking Enquiry Committees’ Reports. 

16. The system of bank acceptance, which widens the banking faci- 

lities offered by commercial banks, especially for purposes where cheap 
and regular three months’ credit is desirable, does not obtain in India. 
The introduction of the system depends for its success on the creation 
of a discount market and a Reserve Bank, as a bank giving its accept- 
ance^ wants its acceptances to be readily negotiable and to have a Cen- 
tral Banking Institution which will be ready in the last resort to dis- 
count such acceptances and thus protect the acceptance market and the 
prestige of the hanks giving thein names to the acceptances in that 
market. 4 
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17. There is no co-operation between banks doing commercial 
business in India (including indigenous bankers) which could improve^ 
the standard, eliminate the element of weakness, and foster the combi- 
nation of smaller banks to larger units. An Association of all such 
banks should be formed as early as possible to render such co-operation 
possible and to represent the interests of such banks at large to other 
institutions including the future Reserve Bank and the .Government. 

18. The suggestion that Postal Savings Banks should permit deposits 
being withdrawn by cheques will be separately considered but the 
development of any other banking business by these Savings Banks is 
not recommended at this stage as it would make it more difficult and 
less attractive for joint stock banks to open branches at suitable places. 
It would also interfere with the desirable development of the indigen- 
ous bankers and of Co-operative banks. 
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ENCLOSURE VII. 

Financial requirements of Industries. 

Conclusions communicated to the foreign banking experts . 

1. Generally speaking initial block capital for industrial enter- 
prises should be put up by private or public subscription. Block 
capital for subsequent improvements and extensions such as is not 
provided out of undivided profits should be provided by increase of 
•share capital or by issue of debentures; but pending a favourable 
opportunity for such further issues, commercial banks might be expect- 
ed to supply finance for these purposes in the form of temporary ad- 
vances provided that adequate security is forthcoming. 

2. Further the ideal arrangement is that industrial enterprises should 
also provide out of their initial capital, the minimum necessary work- 
ing capital, the amount of which will depend on the particular facts 
connected with each industrial enterprise and that any extra require- 
ments for working capital might be met by short-term advances from 
commercial banks which would be entitled to require that the indus- 
trial enterprise maintains a safe and proper relation between owned 
and borrowed capital. 

3. Banks in Germany make their advances against the security of 
the block, the liquid assets of the industrial enterprises being left 
unencumbered as security for suppliers of raw material, etc., to the 
-enterprise. In Canada, banks are prohibited by law from advancing 
against immovable property and advances are secured by liquid 
assets, but banks are allowed to take real estate as additional cover 
to an existing debt. The practice thus varies from one country to 
another and no hard and fast rule can be laid down regarding the 
form of security for advances. Industrial concerns in India may 
reasonably be expected to have their working capital supplied by com- 
mercial banks, if adequate security to the satisfaction of the banks 
is offered. 

4. Banks in India lend much less on personal security than is 
advanced in other countries. They demand tangible securities or 

.additional signatures of sureties. 

5. Useful liaison between banks and industry may be created by the 
appointment of one of the Bank's Managing Directors, General 
Managers, or Managers as one of the Directors of the industrial con- 
cern financed by the bank. Besides the furnishing of periodical 
balance sheets and the representation of a member of the bank manage- 
ment on the boards of companies, it is necessary for the establishment 
of an effective liaison that the entire banking business of an industrial 

^concern requiring accommodation from a bank carrying on industrial 
finance should be concentrated in the hands of that bank and not split 
among several banks. 

6. While it is true that the cotton mill industry in certain centres of 
India has depended on the deposits, from the public and its private 
share capital for its successful growth and development, it is desirable 
that with the co-operation of banks these deposits should be replaced 
by debenture capital as soon as possible. 

7. Both in connection with the above conversion operations 
and the further issue of shares and debentures for extensions and 
improvements, such of the existing commercial banks as are well 
established and carrying on their ordinary banking business 
on the safest and soundest lines might with some advantage to 
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the industries, follow as far as possible the German system. 
Under this system in addition to the ordinary banking business which 
is decidedly the most important department of the German bank, 
there is a department for industrial and similar finance with a limited 
share of the bank’s own resources for carrying on financial transac- 
tions arising from time to time in its relations with industrial and 
similar joint-stock companies. The German banks through these de- 
partments maxe share and debenture issues for their customers* either 
separately or by forming syndicates, but they depend in all cases on 
early sale in the capital market of the share of the issues they have 
taken over. The amouut invested for industrial concerns in such stock 
transactions is kept in conservative relation to the share capital and 
reserves of the banks and while it remains more or less stable in the 
aggregate, its composition is changing as quickly as market conditions 
will allow. 

8. It is possible that the Imperial Bank as soon as the Reserve 
Bank comes into being may make a start in the above direction and 
give a lead. The bulk of the joint stock banks in India are at present 
not ready for this activity and even the larger ones can only culti- 
vate it slowly, with great caution and preferably under strong guid- 
ance as participants in strong syndicates. 

9. The system of Managing Agents in India occupies an important 
place in the organisation of industries. We consider that an attempt 
should be made to make industrial enterprises in India less dependent 
-on this system for future development. The establishment of direct 
friendly relations between industrial companies and commercial banks 
is desirable especially in view of the capital demands that are likely to 
arise in connection with mergers and reconstructions following the 
present economic crisis. 

10. The appointment of Advisory Committee in banks by the Board 
of Directors is very useful and desirable. 

11. (a) As an exception to what is said in (1) above a Provincial 
Government may in the discharge of its responsibilities for the develop- 
ment of industries within its territories, find it necessary to ensure 
the supply of financial facilities to industrial concerns and in such 
cases we recommend the establishment of a Provincial Industrial Cor- 
poration working with capital initially or permanently supplied by 
the Provincial Government. We note that five of the Provincial 
Banking Enquiry Committees have recommended the establishment of 
such institutions, and have referred to particular types of industries 
which need financial assistance. Our proposals will cover the case of 
such industries, though they will not be necessarily restricted to them. 

This recommendation assumes that the development of industries 
within their territories will be one of the functions which will vest 
in the Provincial Government under the constitution and that there 
will be no undue interference with their borrowing powers from a 
central authority. 

( b ) Government should take such portion of the Share capital of 
the Corporation as cannot be raised by public subscription. 

(c) The share capital may be supplemented by debenture capital 
not exceeding twice the amount of the share capital at the outset. 
There should be no difficulty in raising this proportion of debenture 
capital if the investments of the Corporation are sound. In ordei 
to attract investment in such debentures, if it is found necessary by 



670 


Government to offer a guarantee of interest on the debentures, Gov- 
ernment may give limited guarantee, limited to the first issue 1 

of debentures, or limited to a certain period of currency of the deben- 
ture issue. 

(d) Government may, if necessary, purchase a portion of the deben- 
tures until a regular market has been created for these debentures. 

(e) The industrial Corporation may secure additional resources- 
by taking long term deposits from the public, but an immediate begin- 
ning in this direction with deposits for less than 2 years is undesir- 
able as that might create competition with existing joint-stock banks. 
"When long term deposits are taken, the money thus acquired should 
be lent out for the same period as that of the deposits. 

(/) In cases where Government subscribes to the share or debenture 
capital of the industrial corporation or guarantees interest on its 
debentures, it should be entitled to be represented on the Board of 
Directors during the continuance of such interest in, and liability for, 
the concern. 

(g) Should the Provincial Government so desire, the Government- 
Director will be entitled to ask for a reference to the Government if 
he does not agree with the views of the majority in regard to import- 
ant matters like increase or reduction of capital, granting of loans in 
any particular cases and appointment of Chief officials. 

( h ) The Committee recommend that bye-laws should be framed by 
the Corporation defining the conditions under which financial facili- 
ties may be granted by it to industrial concerns. When Government 
has an interest in the Corporation, such bye-laws will require the 
sanction of Government. 

12. When in a province an industrial Corporation has been estab- 
lished on the lines contemplated in (11) above Government assistance 
in regard to capital under the State Aid to Industries Act should be 
given through that Corporation. 

13. There are, and will be, certain industries mostly of a national 
or important character the development of which will fall within the 
functions of the Federal or the Central Government and not of Pro- 
vincial Governments. Further,, Provincial Governments may them- 
selves seek in certain other cases the formation of an All-India Bank 
to secure proper liaison in the matter of finance and a direct connec- 
tion with the large spending Departments of the Central Government 
as well as direct co-relation for the industries as a whole with rail- 
way rates, customs, stores purchase and other policies of the Central 
Government. As the Central Government will have no territory of 
their own and as the collective benefit from the All-India Corpora- 
tion will flow back to the Provinces, the general economic considera- 
tions leading to the establishment of such an All-India institution 
may find strength from the support of the Provincial Governments. 
There must, therefore, be cases in which the vehicle of giving the- 
financial aid should preferably be an All-India Industrial Corporation. 
We should like it to be clearly understood that our recommendations 
do not rule out the formation of such an institution when its need is 
established to the satisfaction of the Federal or the Central Legisla- 
ture. 

H. Small industries and some cottage industries should he deve- 
loped with the aid of co-operative banks. It is not necessary for the 
co-operative banks to have industrial or technical advisers on their 
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permanent staff. A manager with ordinary commonsense should be 
able to carry on and there should be no difficulty in securing valuable 
advice and guidance from the people in charge of large-scale indus- 
tries without any cost. (German experience in this field is worth 
studying and this might be done by deputing men to go and study the 
problem on the spot as it is not possible to lay down general prin- 
ciples in the case of small industries as in the case of large industries. 
Government assistance should be given in connection with propaganda 
and education and there is no objection to Government providing funds 
if the movement grows on a large scale and there is an actual lack of 
funds. 

(This portion may require amendment as a result of later dis- 
cussions with Dr. Friederich). 

15. The hardship caused to industry by the seasonal rise in the 
Imperial Bank of India rate and the remedy therefor as also the 
establishment of investment trusts are dealt with in the section on 
the Money Market. 
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ENCLOSURE VIII. 

Financing of Foreign Trade. 

Conclusions communicated to the foreign banking experts . 

1. We consider that it is not desirable that the country should be 
dependent on the facilities afforded by non-Indian institutions for the 
financing of foreign trade. 

2. In view of the foregoing statement we recommend the estab- 
lishment of at least one new Indian institution for financing the 
foreign trade of India. 

3. Further, in view of the fact that the chances of the successful 
entry and operation of such an institution depending upon private 
initiative arid enterprise are meagre, we are of opinion that the said 
institution must exclusively handle the work connected with foreign 
remittances of Government. It is understood that when the Reserve 
Bank is established, the Reserve Bank will take the place of the 
Controller of Currency in deciding the rate of Government remittance. 

4. The State should subscribe the share capital of the bank at the 
start, and 10 years after the establishment of the bank the question 
of issuing shares to the public may be reviewed by Government. 

5. The proposed bank should be established in the next two years 
irrespective of the simultaneous establishment of the Reserve Bank. 

6. It has been suggested to us by witnesses that joint stock banks 
should do exchange business. We consider it desirable that this 
policy should be pursued. This development should assist the natural 
growth of the Indian share in India’s foreign trade, both directly 
by the facilities afforded to the customers of these banks and in- 
directly by providing a further stimulus to the foreign banks under 
the stress of competition to assist the Indian merchants to a greater 
degi ee. 

7. in view of the Committee’s provisional conclusion No. 12 under 
the heading “Money Market” the inference follows that there is no 
reason why the State Exchange Bank, when it is established, shculd 
npt foster the introduction of rupee bills for import business. In 
fact, the Exchange Banks may well make efforts immediately in this 
direction provided the importers are prepared to adopt the arrange- 
ment. 

8 It is recommended that any bank, Indian, or non-Indian, 
wishing to do banking business in India should be required to take 
out a license from the Reserve Bank, when it is established. This is 
partly necessary in the interests of depositors and partly for giving 
the Reserve Bank some control over the banks operating in the 
country. 

9. It has been urged before the Committee that the opening of new 
branches by the Exchange Banks and the Imperial Bapk of India 
affect the branch banking activities of the other Indian joint stock 
banks The Committee recommend that in order to ensure a well 
ordeied development and extension of joint stock banking in the 
country any bank desiring to open a new branch in India should be 
required to obtain the approval of some authority in India, prefer- 
ably the Reserve Bank, before doing so. 
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10. Licences should be freely granted to the already established 
bank.i and it would be the business of the licensing authority to see 
that the provisions of the law and any other conditions specified in 
the licences are complied with. 

11. In addition to periodic statements from Exchange banks along 
with other member banks provided for in the Reserve Bank Bill, 
annual statements showing their assets and liabilities relating to their 
Indian business, as prescribed by the Reserve Bank from time to 
time, should be furnished by the Exchange banks to the Reserve 
Bank as a condition of the grant of licences. Such statements will bo 
exhibited by the Exchange Banks along with the balance sheet at all 
their offices. 

12. The returns to be submitted by the Exchange Banks to the 
Reserve Bank shall be audited in such manner as may be prescribed 
by the Reserve Bank, 

N. Conclusions Nos. 8, 9, 11 and 12 have been included in the 
conclusions relating to the Regulation of Banking. 
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ENCLOSURE IX. 


Money Market in India. 

Conclusion 8 communicated to the foreign banking experts, 

1. The existing system of control of currency and credit in india 
which is in the hands of Government and the Imperial Sank of 
Ind*a respectively is defective. The Committee are of opinion that 
the control of currency and credit in India should be placed as soou 
as possible in the hands of a single authority which may be termed 
the Reserve Bank. 

N.Ti . — This recommendation has been made on the understanding 
that the Reserve Bank of the right type would be created. 

2. The establishment of a Reserve Bank would, by mobilisation of 
banking and currency reserves in one hand, tend to reduce the charges 
borne by trade for the use of loanable money, other factors remaining 
the same. 

3. The creation of the Reserve Bank may be expected to diminish, 
if not remove the existing differences in the rates of the indigenous 
Money Markets and the Money Markets of the Presidency towns 
provided the rediscount and other facilities offered by it become 
effective and the number of banks and indigenous bankers enjoying 
those facilities are numerous enough for the requirements of the 
■country. 

4. It is clear that the borrowings of the Government of India in 
recent yeans have invited criticism in all quarters both in regard to 
the amount, the time and the terms and in regard to their effect on 
the general level of interest rates to the detriment of trade and 
industry and of the development of banking facilities. As it is 
not a part of the function of this Committee to enquire into this 
matter, we abstain from passing judgment in the matter. The Commit- 
tee, however, hope, that when the Reserve Bank is established, Govern- 
ment would work in close co-operation with that bank in the matter of 
their borrowing operations (including rates for post office savings 
banks deposits and cash certificates) and that in those circumstances 
there will be no room for adverse criticism of the kind referred to. 

B. The present conception that th seasonal monetary stringency 
in India is inevitable and that this stringency must bring about a wide 
range of interest rates is erroneous and can be traced to the existing 
defective system of control of currency and credit. It will be one of 
the functions of the Reserve Bank, when it is created, to keep suffi- 
cient free reserves at the beginning of the busy season to supply the 
country with the currency needed during the, crop-moving 
season without the necessity of putting up the interest rate solely 
on this account. The present system of issue of emergency currency 
under which no issue is possible except at stated rates of interest 
has contributed to this unsatisfactory state of affairs. With the 
establishment of the Reserve Bank, the supply of additional currency 
against proper account will be automatic, and the question of oenal 
rates of interest would not arise. 
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6. Owing to the absence of a well-developed and extensive Bill 
Market in India at present, it may not be possible for the Reserve 
Bank to make its influence felt without an additional provision 
•enabling it to make loans and advances on the security of movable 
goods, wares and merchandise, besides tho warehouses* warrants or 
warehouse receipts representing the same. We recommend that such 
provision should be made. The Reserve Bank need not necessarily 
avail itself of this provision to a large extent, but the mere fact of 
its existence will give it a strong influence on the level of interest 
rates. 

7. The Reserve Bank should not ordinarily compete with Com- 
mercial banks for profit, but the Reserve Bank ought to be in a posi- 
tion to operate in the open market and compete with the Commercial 
banks so as to make its policy effective. 

8. As it will take some time before a greater use of bills is made 
by the financial and business community of India, it is necessary to 
extend and improve as far and as soon as possible the system of 
giving credit against the security of movable goods, especially the 
products of the country. This will be facilitated by the development 
of warehouses adapted to the requirements of the various parts of the 
country. 

9. The following further measures to stimulate the use of bills 
ought to be considered: — 

(a) Stamp duty on bills of exchange should be uniform for all 

parts of India. 

( b ) The published rate of the Reserve Bank should be the dis- 

count rate for genuine first class trade bills and the rate 
demand loans against authorised securities should be some- 
what higher. 

( c ) The use of vernaculars and the standardisation of that use 

should be promoted. 

(cl) Conditions for extension of the Bill market will be created 
by raising the standard and improving the banking 
methods of the indigenous bankers whose knowledge of 
local conditions and of the trade conditions which must 
form the basis of good bills, would enable that community 
to provide the commercial banks and the Reserve Bank 
with a gradually growing number of genuine trade bills. 

10. The published rate of the Reserve Bank should be the minimum 
rate at which it is prepared to buy or rediscount first class trade 
bills and promissory notes of member banks and bankers, the Bank 
having full discretion in regard to the rates for its open market 
-operations. To stimulate the use of bills the Reserve Bank should use 
its discretion to charge a higher rate for demand loans against 
authorised securities and it may find it useful to have a larger margin 
between these rates at the outset than will be necessary after the bill 
market has developed. Should the Reserve Bank in the first few 
years at any rate find it necessary to discount the paper of the 
public without bank endorsement it should consider, whether it 
should not charge a higher rate of discount to the public than that 
charged to member banks and bankers. 


•Wherever the word “ warehouse ” is used in this note it includes “ go down.” 
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N.B. — ‘Trade Bills will include promissory notes arising out of 
bona fide or commercial trade transactions bearing two or more good 
signatures 7 . 

11. Subject to any further discussions on the subject of indigen- 
ous bankers in connection with the memorandum on “Rural Finance 7 ', 
the following suggestions are accepted : — 

(a) The Committee are not in favour of any compulsory measures 
in regard to bringing indigenous bankers within the Reserve Bank 
scheme. 

(b) Such of the indigenous bankers as desire to be placed on the 
approved list of the Reserve Bank and become eligible for the recog- 
nised financial facilities from that institution up to limits prescribed 
by the latter, should undertake to specify the following conditions: — 

(i) For rediscount facilities under section 17 (2) (a) of the 
Reserve Bank Bill of 1928 such indigenous bankers as are 
engaged in banking proper should be eligible to be placed 
on the approved list of the Reserve Bank in the same 
manner as joint-stock banks. 

(ii) They should conform to any standard regarding owned 

capital, etc., prescribed for this purpose by the Reserve 
Bank. 

(iii) They should agree to have proper books of accounts kept 

in the usual recognised manner and to have them audited 
annually by one of the recognised auditors. These books 
should also be available to the Reserve Bank for inspection 
and audit. 

12. The introduction of rupee bills in connection with the import 
trade of India primarily depends on the feasibility of an alteration 
of the currency in which the import bills are drawn and this will be 
dealt with under the head Financing of Foreign Trade. It has been 
urged before us that with an import business on private account of 
approximately Rs. 230 crores a year, the natural bill market for this 
purpose is India and not outside India. This is particularly justified 
by the fact that at the present time when most of the import’ bills are 
being drawn in sterling currency the rate of interest payable by the 
Indian importer (from the date of purchase by the London Bank of 
usance bill on him up to the date of maturity of the bill pint at 
least 18 days for remittance of the proceeds of the draft to London 
by a Demand Draft) is not based on the open market rate of dis- 
count in London but on the Bank of England rate with a minimum 
of six per cent, all through the year. 

13. The words “drawn and 77 in clause 17 (2) (a) of the Bill should 
be deleted with a view to widen the scope of the clause so as to include 
rupee import bills when they come into being. The clause as thus 
amended would read as under : — 

“the purchase, sale and rediscount of bills of exchange and 
promissory notes, payable in India and arising out of 
bona fide commercial or trade transactions, bearing two or 
more good signatures, one of which shall be that of a 
scheduled bank, and maturing within ninety days from 
the date of such purchase or rediscount, exclusive of days 
of grace. 77 
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14. In view of the fact that if indigenous bankers were included 
in the list of scheduled banks, a greater proportion of the agricul- 
tural population would come within the purview of this clause than 
if the Reserve Bank dealt only with the existing scheduled banks and 
Provincial Co-operative Banks, it is not necessary to suggest any 
change in the limit prescribed under clause 17 (2) (b) of the Bill for 
total value of the agricultural bills discounted or rediscounted. 

15. As regards the period of 6 months for agricultural bill3 in 
clause 17 (2) (6), the period may be extended, if this is considered 
more suitable to meet the conditions of agriculture in India. 

16. When any securities are issued with the guarantee of Govern- 
ment both for capital and interest, the question of including them in 
the securities specified in sub-clause (8) of clause 17 of the Bill of 
19*28, should be considered. 

17. The Reserve Bank should be permitted to act as agent for any 
Indian State in the same way as it is empowered to act as agent for 
the Central and Provincial Governments in clause 17 (11). 

18. The words "and the Reserve Fund” should be inserted between 
"share capital” and “of the Bank” in the first proviso to sub-clause 
(14) of clause 17 of the Bill. The proviso as thus amended would 
read as under: — 

"Provided that the total amount of such borrowings shall not 
at any time exceed the amount of the share captial and 
the Reserve Fund of the Bank.” 

19. Omitted. 

20. The words "drawn and” should be deleted from line 10 of 
clause 18 of the Bill, it being the necessary corollary to the amend- 
ment previously proposed in regard to sub-clause 2 (a) of clause 17. 
The clause as amended would read as under: — 

"When, in the opinion of the Board, it is necessary or expe- 
dient that action should be taken under this section in 
the interests of Indian trade or commerce, or for the 
purpose of enabling the Bank to perform any of its func- 
tions under this Act, the Bank may, notwithstanding 
any limitation contained in sub-clauses (a) and (b) of 
clause (2) of section 17, purchase, sell or discount any 
bills of exchange or promissory notes payable in India 
and arising out of bona fide commercial or trade transac- 
tions, bearing two or more good signatures and matur- 
ing within ninety days from the date of such purchase or 
discount, exclusive of days of grace.” 

21. The cost of internal remittance in India is higher than in other 
countries and should be reduced as far as possible with a view to 
bttter utilization of the resources of the country thereby lowering the 
rates of interest generally throughout the country. It is understood 
that in Canada it is done free by banks if the places are near to one 
another, say within 300 or 400 miles, but a small charge is made if 
they are far apart; the charge for remittance in Java is Only 1 guilder 
for remittance of 1,000 guilders or above irrespective of the amount. 

22. If transfers of money for member banks and bankers were 
made by the Reserve Bank free of cost as a national service, it 
would have a good influence on equalisation of interest: rates through- 
out the country. It will perhaps not be possible in the beginning to 
abolish the charge but it might be possible at a later stage. 



678 


23. The Reserve Bank should have the direction of the Clearing 
Houses in India. 

24. The establishment of investment trusts is a matter for private 
enterprise and may be looked upon as the possibility, as banking 
and investment habit grows in India. We do not recommend any 
special forms of State assistance to such institutions. 

25. The Reserve Bank, when it is started, will at the outset have 
a very small number of branches and would make use of the 
branches of the Indian Joint-Stock banks including the Imperial 
Bank at other places. 

2(1. In order to encourage the opening of branches by joint stock 
hanks, the Reserve Bank may place for the first five years with every 
new branch opened by an approved joint-stock bank at a centre 
where there are no joint stock banks a deposit of such sum on such 
terms and conditions as it may consider necessary. 
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ENCLOSURE X. 

The Imperial Bank of India. 

Conclusions communicated to the foreign , hanking experts . 

1. The Reserve Bank would utilise the Imperial Bank as its agenf» 
in the country wherever it has not got a branch of its own for such 
period after its establishment until the Board of the Reserve Bank 
were able to make permanent arrangements with the Imperial Bank 
or any other bank. 

5. The restrictions imposed by the present Act on its transacting 
foreign exchange business or other class of business which are not 
imposed on the operations of Indian joini> stock banks should be 
withdrawn. 

3. Any other matters connected with the Imperial Bank Act will 
be considered by the Committee separately. 
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ENCLOSURE XI. 

Regulation of Banking. 

Conclusions communicated to the foreign hanking experts. 

Need for legislation . 

The Committee are not in favour of elaborate banking regulations 
dealing with matters which had best be left to the discretion and 
sens*' of responsibility of the directorate and the management; such 
restriction is at times likely to do more harm than good and hamper 
the activities of banks. At the same time the Committee are of 
opinion that the existing provisions in the Indian Companies Act 
governing banking companies are inadequate. Several important 
matters having a vital bearing on questions such as the stability of 
banks, the safety of shareholders and depositors and the proper 
management of banks and the development of banking generally re- 
main to be provided for. Some of these matters require amplification 
of the existing statutory provisions; some can be met in the case of 
banks to be established in future by suitable provisions in the Memo- 
randum and Articles of Association of the different banking com- 
panies according to their respective requirements, subject to the 
approval of the Registrar of Joint Stock Companies; some might be 
left to the control of Directors and the supervision of Auditors; while 
some would lie within the purview of the Reserve Bank when it is 
established. 

Statutory Provisions. 

2. There are two ways in which the existing regulations can be 
amplified : — 

(1) by the promulgation of a special Bank Act comprising 

the necessary provisions governing all banking institutions, 

(2) by the amendment and amplification of the Indian Com- 

panies Act so as to provide for the additional matters 
which require to be dealt with by legislation. 

3. The majority of the Committee prefer the first alternative. The 
foreign banks operating in India should also be brought within the 
purview of the Act. 

4 . The additional matters which should be provided for by legisla- 
tion are as undeit: — 

(1) The Act should lay down (a) that adequate provisions re- 

garding the subjects mentioned in paragraph 6 should be 
incorporated in the Memorandum and Articles of Associ- 
ation of a company which wants to make use of the word 
“bank”, or the words “savings bank”, “banking com- 
pany”, “banking house’ “banking association” or “bank- 
ing institution”, or any word or words of import equiva- 
lent thereto in connection with its operations; and that 
(b) an existing concern using any such title should arrange 
to conform to such provisions within five years after the 
Banking Act is passed, failing which registration in its 
existing name would be cancelled. 

N.B.— Penalty for unauthorised use of the title to be considered 
by the Committee later. 

(2) These Articles should prohibit activities other than banking. 

(3) The Act should give powers to the Registrar of Joint Stock 

Companies to refuse the registration of banks the Articles 
of Association of which are not in accordance with the 
provisions of the law. 



<4) There should be a separate index of the names of members 
of a banking company for ready reference and inspection 
by shareholders, as is provided for by section 96 of the 
(English) Companies Act, 1929. 

(5) The authorised capital of a bank should not be more than 
double the subscribed capital and the paid-up capital 
should not be less than 50 per cent, of the subscribed 
capital before commencement of business. It should not 
commence business until its paid-up capital is Bs. one 
lakh. 

6) Auditors and Officers of a bank should be rendered liable 
for omission to state material facts in their reports anc|> 
in the presentation of the accounts of the bank. 

{7) Any payment to any auditor or any account in addition to the 
amount of remuneration fixed at a general meeting of 
shareholders shall be invalid unless fixed or confirmed by 
the shareholders. 

(8) Provision should be made for a temporary moratorium, on 

the recommendation of the Reserve Bank, with a view to 
preventing compulsory liquidation of a bank which is in 
difficulties. 

(9) Provision should be made for the appointment by the 

creditors of a Committee of Inspection on the lines of 
Section 240 of the English Companies Act, 1929, in the 
case of liquidation of a bank. 

(10) In the case of compulsory liquidation there should be pro- 
visions on the lines of the English Companies Act, (Sec- 
tions 237-240) for safeguarding the interests of creditors. 

N.B.— The precise provisions will be settled later. * 

(11) Provision prescribing form of Balance Sheet and Profit and 

Loss Account. 

N.B .-- The question whether the Form prescribed in the Indian 
Companies Act is adequate will be considered later. 

(12) Provision that the annual general meeting shall be held 

not later than three months after the close of the year. 

(13) In case of voluntary liquidation of a bank the appointment 

of a liquidator shall be made by or with the approval of 
the Board of Directors of the Reserve Bank. 

(14) Provision requiring institutions doing banking business 

in India to keep a separate register of shares owned by 
non-nationals. 

(15) It is recommended that any bank, Indian or non-Indian 

wishing to do banking business in .India should be re- 
quired to take out a licence from the Reserve Bank, when 
it is established. This is partly necessary in the interests 
of depositors and partly for giving the Reserve Bank 
some control over the banks operating in the country. 

(16) It has been urged before the Committee that the opening 

of new branches by the Exchange Banks and the Imperial 
Bank of India affect the branch banking activities of the 
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other Indian joint stock banks. The Committee recom- 
mend that in order to ensure a well ordered development 
and extension of joint stock banking in the country any 
bank desiring to open a new branch in India should be 
required to obtain the approval of some authority in 
India, preferably the Reserve Bank, before doing so. 

N.B , — Licenses should be freely granted to the already established 
banks and it would be the business of the licensing authority to see 
that the provisions of the law and any other conditions specified in 
the licenses are complied with. 

(17) In addition to periodic statements from Exchange banks 

along with other member banks provided for in the 
Reserve Bank Bill, annual statements showing their assets 
and liabilities relating to their Indian business, as pre- 
scribed by the Reserve Bank from time to time, should bo 
furnished by the Exchange Banks to the Reserve Bank 
as a condition of the grant of licenses. Such statements 
will be exhibited by the Exchange banks along with the 
balance sheet at all their offices. 

(18) The returns to be submitted by the banks to the Reserve 

Bank shall be audited in such manner as may be prescrib- 
ed by the Reserve Bank. 

5. Proposals relative to the following subjects ought to be left to 
the control of the Board of Directors and the supervision of Auditors. 
Attempts to regulate them by legal provisions would tend to take the- 
responsibility off the shoulders of directors and auditors and share- 
holders. 

(1) Provision for adequate reserve. 

N.B. — Three members have asked that the matter be further discus- 
sed or that a limit be prescribed to the rate of dividend until the 
Reserve amounted to the whole or a fixed proportion of the subscribed 
capital. 

(2) Loans to a limited company, a director of which is also a 

director of the bank or to a limited company in which 
any of the bank's directors are ‘members of the managing 
agent's firm. 

(3) Valuation of investments and provision for bad and doubt- 

ful debts. 

N.B.— The question regarding the manner in which the valuation 
should be shown in the Balance Sheet stands open for consideration. 

6. The following proposals ought to be met by the Articles of 
Association : — 

(1) Prohibition to advance any loan on the security of the 

Bank’s own shares. 

(2) Limitation of loans granted to managers, staff and 

Directors. 

(3) Proper regulation of the allocation of profits. 

(4) Provision in order to enable shareholders to get the profit 

and loss account together with the balance sheet and pro- 
vision that the report and the balance sheet should be 
posted to shareholders not later than 10 days before the 
day of the meeting. 
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(5) Voting power of managers or other employees of the bank, 

(the Committee are of opinion that the present practice 
in this matter should continue except that such persona 
will not be allowed to hold proxies for the purpose of 
voting on behalf of any shareholders), period of validity 
of a proxy and the voting power of individual share- 
holders. 

(6) Validity of votes tendered at the polls and time within 

which objections to the legality of a vote should be raised. 

(7) Restriction of the power of directors to refuse to register 

shares. 

7. The Registrar should scrutinise the Memorandum and Articles 
of Association and, if they do not contain adequate safeguards in 
regard to these matters to his satisfaction, he should refuse registra- 
tion until they have been properly amended. 


Matters coming within the purview of the Reserve Bank. 

8. Questions, such as preparation of monthly statements of liabi- 
lities and assets and the form of these statements, and amalgamation 
and reconstruction of banks in difficulties, may be dealt with by the 
Reserve Bank, when it is started. 


Definition of the term ‘ Bank ’ or ‘ Banker ’. 

9. The definition of the term ‘Bank’, or ‘Banker’, has been regard- 
ed as well nigh impossible in other countries. It is much more so 
in India where a definition cannot be drawn up without excluding 
many firms of indigenous bankers and individuals who do a consider- 
able portion of the financing of the country. 

With a view to encouraging indigenous bankers to adopt inodeim 
methods, it has been suggested that the term ‘Member of the (Central) 
Bankers’ Association’ be invented and that every bank or indigenous 
banker whose bills the Reserve Bank decides to accept should have the 
right to use this designation provided they undertake to abide by 
the rules of the Association. The Committee approve of this sugges- 
tion. 


Special Audit and Inspection. 

10. The Committee do not consider that any special form of Gov- 
ernment inspection would serve a useful purpose or be any greater 
safeguard than the present system of auditing by authorised account- 
ants. The provisions of the Bank Act making auditors of a bank 
liable for omission to state material facts in their reports and in the 
presentation of the accounts of a bank, as suggested above, is all that 
is required. 

11. The Committee have not come to any definite conclusion in 
regard to the proposals included in the attached list B. The Com- 
mittee understand that the experts are not in favour of these items 
being included in the lists of proposals classified under four different 
groups in paragraphs 4, 5, 6 and 8 but that they are willing to leave 
it to the Committee to come to any decision in the matter m view 
of the fact that the latter are more cognisant of local conditions than 
they are. 
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Statement A. 

1. Protection should be given to banks against frauds in connec- 
tion with goods kept in the custody of customers on trust receipts 
by making such frauds a criminal offence. 

JJ,- General agreement not arrived at. The matter will be dis- 
cussed again. 

2. Directors and Auditors should be made liable for negligence in 
the discharge of their duties. 

3 Compulsory liquidation should be under the supervision of the 
district court. 

4. The Governor General in Council should have the power to 
order, on the recommendation of the Reserve Bank, transfer of 
winding-up proceedings from one province to another. 

5. The question of costs of liquidation should be dealt with by 
the courts and delinquent directors or officers of the bank should be 
prosecuted at public expense. 

Statement B. 

(1) Provision that the total clean advances made by a Bank or 

its advances against immovable property should not ex- 
ceed the paid-up capital. 

(2) Limitation of advances to an individual without security. 

(3) Limitation of the amount of advances to any single indivi- 

dual or to any single concern. 

(4) Restrictions on borrowing and prohibition of mortgage of 

uncalled capital. 

(5) Restrictions on investment in immovable property. 

(6) Restrictions on investment in shares and debentures of joint 

stock companies. 

(7) Restrictions as to short term and long term business. 

(8) Prohibition of the Managing Agency System. 

(9) Restriction of the business of co-operative banks to co-ope- 

rative banking. 

(10) Reservation of the field of agricultural finance for the co- 

operative banks. 

(11) Prohibition of a joint stock bank or its branches in towns 

having a population of less than 25,000. 

(12) Provision for licensing all persons (which term includes 

firms and banks) doing banking business, excepting joint 
stock banks incorporated in India and the co-operative 
credit societies. 

(13) (a) Selection of^ only firms of auditors of long standing ex- 

perience for licenses or certificates to act as auditors of 
banks. 

(b) Appointment of two auditors, one by the Directors and the 
other by the shareholders. 



The Experts have expressed the view that if it is felt that any 
special form of Government inspection would serve a useful ourpose- 
or be any greater safeguard than the present system of auditing by 
authorised accountants and that some of the existing firms of ac- 
countants are not sufficiently reliable to be entrusted with the work 
of auditing the accounts of a bank, some form of regulation based on 
the Canadian system, which provides for the selection of auditors by 
the Minister of Finance from a list of persons prepared in accord- 
ance with the provisions of the law, be adopted, vide Section 55 of 
Bank Act of Canada. The Experts feel, however, that the strengthen- 
ing of the Companies Act with regard to auditing so that the audi- 
tors must make a report and be responsible for its accuracy is alt 
that is required. 

(14) Provision enabling auditors to publish instances of 

window-dressing in a schedule attached to the balance 
sheet. 

(15) Provision requiring auditors to bring to notice all irre- 

gularities discovered by them. 

(16) Provision to give right to auditors to, make any report 

they like and to attend and speak at all meetings of the 
Bank. 

(17) Provision to authorise auditors to pay surprise visits for 
the examination of bank accounts. 

(18) Prohibition to make advances to the bank’s auditors either 

jointly with other persons or severally at short or long 
term with or without security. 

(19) Prohibiting directors of a bank to vote as shareholders or 

to solicit proxies for the appointment or removal of 
auditors. 

(20) Provision requiring that returns of up-country branches 

of banks should be certified by qualified local auditors. 

(21) Amendment of the form of auditors’ certificate. 

(22) Vesting of the pow T er of investigation in the Controller of 

Banks, whose appointment has been suggested. 

(23) Authorising shareholders of a bank holding l/10th (and 

not 1 / 5th as required under section 138 of the Indian 
Companies Act) of the shares issued by a bank to apply 
to the local Government for the investigation of its 
affairs by inspectors. 

(24) Deletion of the clause requiring applicants for inspection 

to give security of payment of the cost of the enquiry, 
or in the alternative, reduction of the amount of security 
required. 

(25) Authorising the Controller of Banks to prosecute any 

persons connected with the bank, who may be criminally 
liable. 

(26) Provision that the expenses of enquiry shall be borne by 

the state if it results in prosecution and in other cases 
by the Bank, unless the Controller directs otherwise. 
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(2V> Compelling a bank and its officers to put its affairs on a 
satisfactory basis, should it be found necessary as a result 
of enquiry. 

(28) Prohibition against the director of a bank acting as a 

director of another bank. 

(29) Provision requiring that a director of a bank should not 

be related to the Managing Director or the Manager of 
the Bank. 

(30) Disqualifications for the office of director of a bank. 

(31) Prohibition against the director of a bank acting as its 

liquidator. 

(32) Removal of a director from office. 

(33) Retirement of directors. 

(34) Prohibition against a director resigning before the statu- 

tory meeting and provision requiring a director’s presence 
at the meeting to give such explanation as may be required 
of him. 

(35) Voting power of directors for the appointment, removal 

or re-appointment of Chairman, Directors, or auditors 
of a bank. 

(36) Restriction on the Chairman of the Board of Directors 

acting in that capacity for more than three years without 
re-election by the Company at a general meeting. 

(37) Provision requiring directors to submit to the share-holders 

such statements of affairs as they may require. 

(38) Provision requiring inclusion of certain particulars in the 

Directors’ Report. 

(39) Provision requiring that every institution doing banking 

business in India should have a majority of Indian 
Directors. 

(40) Provision requiring a minimum standard of qualifications 

for the Manager of a Bank. 

(41) Provision requiring that the name of the Manager should 

be shown conspicuously. 

(42) Provision requiring that the term of the Managing Direc- 
tor or a Director should not exceed a stated period with- 
out re-appointment by the shareholders at a general 
meeting. 

(43) Prohibition to pay to Managers or Managing Directors 

certain percentages of annual profits as part of their re- 
muneration. 

*44) Power to depositors to elect their own representatives on 
the Board of Directors. 

(45) Provision enabling a shareholder to obtain inspection of 
minutes of proceedings of general meetings or to get copies 
of extracts. 
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(46) Provision compelling the management of the bank to send 

copies of minutes of meetings to its shareholders, 114. 

(47) Provision confining the Bankers' lien to partly paid shares 

only. 

(48) Proposal to create a kind of Bankers mortgages with cer- 

tain concessions. 

(49) Provision requiring a banking company to file, with the 

Registrar of each Province where it has branches parti- 
culars of its mortgages and changes, etc. 

(50) Prohibiting share hawking. 

(51) Prohibition of bank transfers of shares. 

(52) Prescribing a time limit within which transfers should be 

registered. 

(53) Provision requiring that a bank should furnish copies of 

its Memorandum and Articles of Association to any mem 
ber of the public on payment of a prescribed fee. 

#(54) Provision requiring that copies of contracts disclosed in 
the prospectus of a banking company should be filed with 
the Registrar. 

<(55) Names of the different joint stock companies in which the 
directors of a bank hold similar offices should be clearly 
indicated in the register of directors. 

((56) There should be a provision enabling shareholders not only 
to inspect the register of members but also to take copies 
or extracts. This would involve amendment of Section 
36 of the Indian Companies Act. 

(57) Creation of an office of Registrar of Banks. 

(58) Prohibiting the opening of a new branch by any banking 
institution in India without the permission of the Central 
Banking Authority and provision requiring information 
regarding closing of branches. 

<(59) Provision requiring the permission of the Central Banking 
Authority for opening savings banks. 

v (60) Prohibition of amalgamation of banking institutions with- 
out the permission of the Central Banking Institution. 

(61) Prohibition to acquire controlling interest in banking 

institutions without the disclosure of such information to 
the Central Banking Authority. 

(62) Prohibition against any party, firm, institution, or company 

operating through a foreign country acquiring controlling 
interest in any institution doing banking business in this 
country. 

(63) Special safeguards for protecting the interests of depositor® 

and other Indian creditors in the event of winding up 
of non-Indian banks. 

(64) Proposal that depositors of small amounts may be given 

protection and preference by law. 
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(65) Provision to the effect that a certificate should be obtained 

from the Advocate General or from the Registrar of Com- 
panies before anybody takes criminal proceedings against 
a banking company. 

(66) Amendment of Clause VI of Section 126 of the Indian Com- 

panies Act, under which an application may be filed for 
the winding up of a company “if the court is of opinion 
that it is just and equitable that the Company should be 
wound up”, so as to exclude banks and other credit insti- 
tutions from the operation of the section. 

(67) With a view to preventing bear raids every seller of a 

bank's shares should be required to give the actual number 
of shares at the time he sells them. 

(68) Whether form F of the Balance Sheet prescribed by t-he 

Indian Companies Act should not be amended so as not to* 
require banks to show separately debts in respect of which 
the bank is fully secured and those for which it holds no 
security other than the debtor ’s personal security, as 
such a provision is believed to affect a bank's policy in 
regard to unsecured advances. 
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ENCLOSURE XII. 

Financing the Current Needs of Agriculture. 

About 230 million people or 73 per cent of India’s population (ac- 
cording to the census of 1921) are supported by agriculture. It is the 
first source of India's economic life. In our opinion its future develop- 
ment to a large extent depends on the creation of prosperous agricul- 
ture. A large percentage of the Indian cultivators are at present deeply 
in debt. There are many reasons for this. The principal question with 
which we have to deal is how to supply cheap and suitable credit to 
them in order to finance their activities and improve their conditions. 

The supply of cheap credit, even credit without interest, is only of 
advantage to the agriculturist if production is, or can be made, profit- 
able and his indebtedness decreased. Cheap credit alone frill not 
produce sound agriculture in India. The social and economic condi- 
tions of the cultivator are — according to our information — so un- 
favourable that it is difficult for him to obtain a net profit and so to 
get rid of his debts. That is the main reason why the question of 
financing Indian agriculture is a difficult problem. 

Some of the unfavourable conditions may be mentioned here: 

1. Uncertainty concerning most crops in parts of India owing 

to drought conditions. 

2. System of land tenure. 

(a) Prevailing tenancy system. 

(b) Small size of holdings and their fragmentation. 

(r) Insufficient legal protection of the tenants with regard 
to terms of lease. 

(<I) Joint family system. 

3. Inefficient marketing of produce. 

4. Illiteracy 

An energetic agrarian policy of reform is necessary for the pur- 
pose of creating profitable agriculture under modern conditions. Un- 
less this is brought about credit will remain weak and in consequence 
the command of cheap money beyond the power of the ryot. Govern- 
ment have undoubtedly done good work for agriculturists with regard 
to consolidation of holdings and irrigation of land by canals and sink- 
ing wells. Nevertheless the field of activity in this direction is still 
very large, even apart from the area which is still available for the 
purpose of creating further settlements. 

The chief agencies for loans to agriculturists have been: — 

(a) Money-lenders (both professional and non-professional, in- 

cluding landowners, merchants, traders and other casual 
money-lenders.) 

(b) Co-operative Credit Societies. 

(c) Government (takavis). 

(d) Commercial banks and bankers. 

Our task is to examine the most suitable agencies. We have to bear 
in mind the special features of agricultural requirements as compared 
with industry, commerce and trade. The period for turning over 
invested working capital in agriculture i3 longer than is usually the 
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case in commerce. Agriculture also requires a relatively high fixed 
capital (compared with the working capital) to be sunk for long 
periods, for instance in: — 

(a) Land Improvements (irrigation and wells). 

( b ) Purchase of Land. 

While working capital for agriculture is required for at least a 
period of 6 months to one year, capital for land improvement and 
purchase has to be invested for an indefinite period of years. 

A repayment of the invested capital can only be made according to 
the net profits obtained from the investments. Credit agencies for 
agriculture have to accommodate themselves to its special require- 
ments. Fixed credits for long-term loans to agriculture cannot there- 
fore be a field of activity for commercial hanks . It is only the supply 
of short-term credits for financing the current needs of agriculture 
which is suitable for Commercial Banking. 

On the other hand, commercial banks can only in their own 
interest deal with more substantial people than most agriculturists in 
India are and must realise their money advanced in a shorter time 
than the average agriculturist is able to comply with. With regard 
to this divergence between commercial banking and agricultural credit 
it is difficult to see how under Indian conditions commercial banking 
can develop banking relations to any appreciable extent direct with 
the cultivators. 

The money-lenders (professional and non-professional) have up to 
now been the chief agency for financing the Indian agriculturist. 
They have undoubtedly rendered a valuable service to agriculture. On 
the other hand they charge relatively high rates of interests, especially 
from those people who cannot give any substantial security, in other 
words, from the poorest and weakest people. It may be conceded 
that these high rates are equivalent to the risks run by the lenders and 
loans are not usually being advanced on grounds of generosity or 
philanthrophy, but for/ making profits. We are however of the opinion 
that it is urgently necessary to protect the agriculturists against 
usurious money-lenders. We do not think that the aim can be achieved! 
by strengthening the “Usurious Loans Act of 1918.” 

The best weapon against the usurious dealing of money-lenders is 
undoubtedly the co-operative movement , both credit and marketing. 
The experience of other countries, especially in Germany, prove this. 
The (Governments of the provinces in British India have been making 
the utmost endeavour to expand the work of co-operation in their 
respective Provinces for the last 25 years. Notwithstanding the efforts 
made in British India only about 15 million people or on an* 
avrrage 6 per cent, of the total population of about 247 millionf 
people have up to now been touched by the movement. All possible endea- 
vour should be made to make the co-operative movement more efficient. 
Co-operative credit societies are decidedly the most suitable credit agen- 
cies for financing the current needs of the agriculturists. This has 
been the most useful and successful work of the co-operative move- 
ment, in many European countries and especially so in Germany. The 
special structure of the co-operative organisation based on self-help 
enables it to provide relatively cheap short-term working capital. Ifr 
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is a fundamental principle of the co-operative credit business to procure 
the requisite means by collecting call and fixed deposits from members 
and non-members. The accumulation of share capital and reserves is of 
the greatest importance for the financing activitity of a co-operative 
society, but it can only play a second part with regard to the limited 
means of the members. It is due to this that the co-operative credit 
societies are not able to supply to a large extent long-term credits to 
agriculturists. It may therefore be said that it is necessary for the 
Indian co-operative credit movement to draw its fullest attention to 
the development of short-term credits, i.e., the supply of working capi- 
tal. Business on a larger scale in long-term credits makes it impos- 
sible for the society to finance current credit needs and to repay 
promptly deposits when required. 

Long-term credit to agriculture for land improvement, purchase 
of land, etc., requires special institutions. We shall deal with this 
in a special paper. Here it may be stated that co-operative credit 
societies which collect deposits are not suitable agencies for the sup- 
ply of long-term mortgage credits. It is therefore wrong to expect 
that co-operative credit societies can discharge to a great extent the old 
debts of the agriculturists due to the money-lenders. 

It will be a task of the banking institutions for long term credits 
to consider the possibility of taking over old debts of landowners and 
thus enabling them to repay their debts within a reasonable period. 
It is only through efficient mortgage banks that the problem of dis- 
charging the Indian agriculturists’ old debts will be solved and only 
under the above-mentioned condition that the agricultural production 
is or can be made profitable. 

What has to be done to make the co-operative credit movement moie 
efficient for its principal task of supplying cheap working capital. 
In this respect we have to make the following main proposals refer- 
ring to the various defects of the co-operative system stated in the 
Provincial reports. 

I. Vrimanj local societies . — (1). The first fundamental principle of co- 
operation is self-help. All possible endeavours should therefore lie 
made throughout India to make the local society a self-supporting 
institution, more or less independent of the credit of the central banks. 
The local society should make every effort to collect all free money 
available in its district of activity. Thrift has to be induced and 
promoted mainly by education. The local society has as in other 
countries to become the “savings and loan” bank for the village, the 
balancing centre for demand and supply of money. Up to now the 
primary societies are in nearly all provinces, with the exception of 
the Bombay Presidency almost exclusively only agencies for the dis- 
tribution of money supplied by the Central and Provincial Banks. 
That is an unsound position. By good management and through 
audit preventing failure of co-operative credit societies confidence will 
be inspired and investors will be induced to deposit their spare money 
with these societies. A reasonable rate of interest allowed on deposits 
especially on savings, will promote the saving habit. With regard to 
primary societies, we are of opinion that low debit rates of interest 
can only in course of time be obtained by starting with relatively high 
credit rates. In this respect we suggest that members should on 
principle receive a somewhat higher rate of interest on deposits than 
non-members. This will induce many people who now lend out money 
to deposit it with a solvent credit society so that the debit and credit 
rates can automatically be lowered according to the increasing supply 
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of money. It is wrong in our opinion to start with low credit rates 
in order to get low debit rates. Low credit rates will maintain the 
money-lending business of individuals possessing money. Wt are not 
in favour of the policy of Co-operative Departments of Provincial 
Governments standardizing the rates of interest for deposits and 
credits in the credit societies throughout the whole province. This 
may hamper the activity with regard to the deposit business. 

(2) More self-administration and self-responsibility for the local 
society according to the co-operative idea. 

(a) We propose to give the Managing Committee (consisting of 5 
or 6 people) more power with regard to the Management. Fixing 
credits for each member should not be a matter of the “General 
Meeting” but of the Managing Committoe in accordance with a special 

“Supervising Board” consisting of 3-6 people. A special task of 
the General Metting shall in this respect be : — 

(aa) To fix the maximum credit limit up to which credit may be 
granted to members in so far as good securities are procured 
and the character of the applicant is satisfactory. 

(bb) To sanction credits to members of the Managing Committee 
and the “Supervising Board”. 

(b) It shall be laid down in the Co-operative Societies Act and 
the By-laws that the members of the Managing Committee and “Super- 
vising Board '* are jointly and severally responsible for credits grant- 
ed without the requisite care. 

(c) A “Supervising Board” with the task of supervising the 
management shall be prescribed by the co-operative law. A special 
task of this Board shall be to fix credits and examine securities in 
consultation with the Managing Committee. This Board would be 
of the greatest importance for urban societies with a bigger number of 
members. 

{d) Every possible endeavour should be made by the Co-operative 
Department or by the undermentioned “Auditing Unions” to get a 
well trained Secretary and Treasurer for each society. They shall 
receive a fee according to their work. The experience in other 
countries of employing school-masters and retired officials in these 
capacities has been very satisfactory. 

(3) Membership must not be confined : 

(a) To a special creed, caste or calling, to agriculturists or a 

special class of them. Artisans, small traders, retired 
officials, etc., may be included. 

(b) To a certain maximum number of people (Bengal 560, Bombay 

100). The creation of credit societies with less than 25 
members cannot, however, be advocated. 

(4) Greater elasticity of credit. 

* (a) We think it necessary that credit limits and the requisite securities 
should be fixed for each member requiring credit — at once at the begin- 
ing of a new business year. In case of real need money should be 
advanced within the fixed credit limits and according to the means 
of the society. Loans should not be given in one lump, but successive- 
ly according to the needs of the debtor. Granting credits on current 
account and cheque transactions may be introduced in advanced 
societies. 
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(6) Repayment of credits should not be restricted to the same 
period for all debtors but should be fixed according to the special 
needs of the members. The period of repayment of short-term credits 
should not under any consideration exceed 2 years. 

(c) The Managing Committee and Supervising Board must be 
allowed to lend out repaid money to members without asking the 
Omtral Bank. 

(d) Every co-operative credit society with deposits has to keep a 
reasonable cash balance with a Central Co-operative Bank or should 
always have line of credit with it for repayment of deposits. 

(5) A Co-operative Society has to be free of politics. (See Madras 
Report, page 162.) 

II. — Central Co-operative Banks. 

The Central Banks should be the balancing centres for the primary 
co-operative credit societies and the fincincing institutions for other 
{finds of societies (for instance, supply and marketing societies) in so 
far as financing cannot be done by primary local societies. In order 
to make the Central Banks efficient for this task we propose — 

(1) Exclusion of Individual members with the exception of the 
Managers of Central Banks who have to become members. This pro- 
posal will suggest that : no credits shall be granted to individuals. 

(2) Limited liability with a “Reserve liability ” of about 5 — 10 
times the share. Xo share undor— say Rs. 300. 

(3) The working sphere of a Central Bank should be neither too 

small nor too large. The ideal would be one Central Bank for each 
political district. Long distances and bad means of communication 
may, however, make it necessary that more than one Central Bank 
should be established in that area. Consideration, however, might be 
given to the possibility of establishing sub-offices or branches under 
such conditions in preference to starting other Central Banks. If it 
can be avoided we are not in favour of starting several Central Banks 
in a political district. % 

(4) All money transactions with primary societies should be done 
and credits should be granted on current account, in order to speed 
up the activity between Ihe primary societies and the Central Banks. 
Dealing in cheques and clearing instead of ready money should be 
promoted. 

(5) Top balancing has to be done with a Provincial Co-operative 
Bank. 

(6) Tim Management of a Central Bank should be in accordance 
with businesslike and co-operative principles. Managers of the best 
character, well trained in banking and co-operation are essential. 

(7) The joint interests of the Central Banks of a Province should 
be promoted by common meetings held .several times a year. 

III. — Provincial Co-operative Banks. 

(1) These shall be the Apex. Banks for the co-operative movement 
of a Province. They have to link up the general money market and 
commercial banking with co-operative banking. 

. For this reason, under normal conditions, they should not deal 
with primary credit societies (to be found in the Bombay Presidency) 
hut only with Central Banks. 
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(2) We are in favour of the establishment of a Provincial Bank for 
the United Provinces. 

(3) We are not in favour of Provincial Co-operative Banks being 
established under the Co-operative Societies Act with regard to the 
liability of primary societies and Central Banks to the Provincial 
Banks. The failure of a Provincial Bank under such conditions might 
very seriously affect if not indeed destroy the whole co-operative move- 
ment in a Province. Provincial Banks should therefore be transformed 
into registered institutions with the financial participation of the 
Provinces. This suggestion is based on the experience in Germany. 

(4) An Apex Bank for the co-operative credit movement has to 
be managed on ordinary business principles with this proviso that 
the business has to be accommodated to the special requirements of 
co-operation. 

(5) We are against co-operative Apex Banks’ advancing loans to 
Land Mortgage Banks for long-term mortgage credit. We cannot 
approve the issue of mortgage debentures as is done in Bombay, 
Madras and the Punjab. 

(6) It is a special task of the Provincial Banks to develop facilities 
for the transfer of money on behalf of the co-operative movement 
(clearing system). 

(7) We see no need to start an “All-India Co-operative Bank”. 


IV.— Audit of Co-opera: ive Societies. 

It is of the greatest importance to have a thorough audit in order 
to prevent bad management and embezzlement, and to make the co- 
operative work so efficient as to inspire the confidence of the investing, 
public. The audit prescribed by the Co-operative Societies Act, 1912, 
has up to now, as a rule been effected by Government Officials. There 
are, however, exceptions — in the Punjab for- instance the audit is 
being performed by officials of th# Punjab Co-operative Union Ltd., 
under control of Government officers. With regard to lack of auditing 
/Government staff in Bengal “many societies were audited by the 
supervising staff of the Central Banks” (Bengal Report, page 152). In 
some Provinces special supervising Unions have been formed, as for 
instance in Bombay and Madras. In other Provinces for instance 
Bengal — referred to above — Central Banks are supervising the affiliat- 
ed co-operative societies. Several reports express the opinion that 
the legal audit of co-operative societies has not been efficient enough. 
Reasons have been indicated. As a serious drawback must indeed be 
considered the frequent change of Registrars responsible for the 
audit and of other high Government officials in charge of the co- 
operative movement. An efficient Governmental audit would require 
that the Provincial Governments keep a special staff well trained in 
co-operation, the different activities of the various kinds of co-opera- 
tive societies, in book-keeping and in audit. The position of a Pro- 
vincial Registrar should be filled only by officials well trained and 
experienced in co-operation. Considering these points and the effi- 
ciency of the auditing system of Auditing Unions of European 
countries like Germany, Austria, etc., we suggest that Provincial 
Governments should form special Auditing Unions for each political 
District with at least, say 500 co operative societies— otherwise one 
Union for 2 Districts — and join all District Unions of a Province to 
an apex Provincial Union. 
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The Auditing Unions in the countries referred to above ave regis- 
tered associations formed by the co-operative societies, central and 
primary, credit and other kinds of societies within the working district 
of the Union. These Unions with the purpose of effecting the “legal” 
audit of the affiliated co-operative societies have to be licensed by the' 
Government. The latter shall be informed of and are always allowed 
to attend the General Meetings of the auditing Unions. The license 
conferred on a union can be withdrawn by the Government in case 
that union does not discharge its duties with regard to auditing the* 
affiliated co-operative societies. There is, however, no interference in 
the management of such a union. It combines in its activities both 
audit and supervision of the societies, training a special staff for 
this purpose and all work connecting with promoting co-operation. 

Taking into consideration the special conditions of India, we are 
of opinion that the above proposed Auditing Unions should be manag- 
ed by special trained Government officials. The staff of these unions 
shall, however, be employed and paid by them. In order to make 
the official management more efficient we propose; 

(a) The societies, primary and central, affiliated to such a union 
should be icpresented in the Managing Committee. 

(b) Special non-official Advisory Boards for the most important 
activities of the affiliated societies should be formed and heard on 
important questions by the Managing Committee. 

The most important tasks of the Auditing District Unions shall 
be : 


(a) Audit of the affiliated primary societies. 

(b) Supervising and advising the existing societies. 

(r) Forming new co-operative societies according to the needs of 
the population. 

(d) Training a special auditing, supervising and advising 
staff for co-operation. 

(c) Training Secretaries and Treasurers for primary societies. 

(/) Expanding the idea of co-operative work especially by 

attending meetings. 

The future success of the co-operative movement in India will more 
or less depend on a thorough audit requiring a well trained staff from 
the bottom to the top. Most careful attention should therefore be 
devoted to the tasks mentioned under point (d) and (e). (People with 
the best qualities of mind and character are essential. It should be 
a rule that no auditor without thorough apprenticeship, no inspector 
or a higher official of a union shall be employed without having missed 
the lower stages of co-operative work. 

There should be a close connection between Auditing Union and 
the affiliated Central 1 lanJL’(s), an interchange ‘ of important reports, 
statements on primary societies in order to avoid a second supervision 
of them. 

The Provincial Unions as the apex of the District Unions should 
be run as well as the latter by Government officials with the Registrar 
at the top. He shall be assisted by a Financial Adviser and a Chief 
Accountant proposed in another paper. The staff should be non-offi- 
cials, employees of the Unions. The Managing Committee shall bo 
supplemented by representatives of the District Unions and the Pro- 
vincial Co-operative Bank. 
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The main tasks of the Provincial Unions should be : — 

(а) Supervising the affiliated District Unions by collecting inform- 
ation, looking after their work, giving advice and instructions, there- 
by taking into consideration the special conditions of the Districts. 

(б) Audit of Central Banks and other central co-operative 
societies. 

(c) Representing the whole co-operative movement of a Province 
and attending to its interests. 

(d) Arranging meetings of the Managers of the District Unions, 
Central Banks, and other central co-operative societies in order to 
deal with special subjects of the actual co-operative work. The meet- 
ings should be held at least every three months. 

(e) Special Committees with advisory power should be constituted 
for the most important subjects of co-operative activity, especially 
for : — 

Auditing. 

Co-operative Credit. 

Co-operative Marketing. 

The members of these Committees should be officials and non-offi- 
cials. 

(/) Instituting special departments for statistics and for the forms 
and books required by the societies of the affiliated District Unions. 

(g) Publishing a Magazine in order to spread the co-operative idea 
and to bring forward the co-operative work. 

The various Provincial Unions in India shall have their apex in 
the “ Central Co-operative Council”, proposed in another paper. This 
Council should serve the common necessities of the co-operative move- 
ment all over India. 

The Co-operative tiocities Act , 1912, should be amended in accord- 
ance with our proposal of forming Auditing Unions”. 

Financing the Unions. 

The expenses of the Auditing District Unions have to be covered by 
•contributions from the affiliated central and primary societies. 

The Provincial Unions shall be financed by contributions of the 
District Unions and the Provincial Banks. For the first few years 
it may be necessary that the Co-operative Unions should be subsidized 
by the Government. 


V. — General Remarks. 

The future efficiency of the co-operative movement in India will 
•depend first of all on the activity of the leaders and their feeling res- 
ponsibility. Attention should especially be paid to creating a well 
based, consolidated, self-supporting co-operative credit movement. Not 
the number of societies in a Province is decisive but thein efficiency. 
Inefficient societies discredit the co-operative work. It is not so difficult 
to form new societies as to run existing societies on sound lines. If 
the efficiency of the co-operative movement in India is to increase to 
the same extent as the number of societies has been increased in the 
times gone by, then hard work will have to be done. Full assistance 
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of the Government, active and financial help for the necessary organis- 
ing work will probably be necessary. It should, however, be the aim 
to create a self-supporting and responsible co-operative movement. 
Co-operative work will encounter great difficulties, as it has in the 
past, which can only be mastered by energy and patience. 

Co-operative work will considerably be forwarded by the efforts of 
the Government to establish in the villages primary schools for remov- 
ing the illiteracy of the people. N 

In financing Indian agriculture, the Government will always have to 
help in times of emergency in consequence of crop failures. Special 
fields of Government’s activity will also remain, land improvement by 
consolidation and irrigation and settlement of people. 

As we have pointed out Credit Co-operative Movement will and 
can do the best work in the supply of short-term credit in order to 
finance the current needs of the affiliated members. The Co-operative 
Movement in India will improve and remain sound if it concentrates 
on this task, remembering that co-operation is not only of the greatest 
economic but also of ethical and moral importance for tiding over 
social and economic contrasts. 



ANNEXURE. 


“Financing the current needs of agriculture”. 

Main References. 

(n) General References. 

(1) Memorandum “Agricultural Credit” supplied by the 
Secretary. 

(2) “Some Co-operative Statistics” as on the 30th June 
1930, supplied by Secretary. 

(3) Provincial Reports. 

(4) Impressions and facts got during itinerating in India. 

{4) Some special references to the Provincial reports may be given 
on our proposals, made on : 


I.— Primary Local Societies. 


Point (1) Bengal page 133 (above), 135 (below), 136. Bihar and 
Orissa page 148 (paragraph 282). Bombay page 247 (recom- 
mendation 125). Centrally Administered Areas page 239 
(paragraph 126). 

Point (2) (a) Bombay page 159. 

(««)— 

(bb) Bengal page 153 (Loans to panchayat) page 254. 

(b) Centrally Administered Areas page 223 (paragraph 117), 

232 (paragraph 120). 

(c) Bengal' page 153 (above). 

{d) United Provinces page 176 (below). 

Point (3) (a) Bombay page 247, 248 (recommendations 119, 133, 
134, 135). United Provinces page 185 (paragraph 297). 

( b ) Bengal “Rules under section 43 of the Co-operative Societies 
Act, 1912” paragraph 27. Bombay 156 (below). 

Point ( d ) Bengal page 153 (paragraph 275), 158, 159, 160. Bihar 
and Orissa page 135 (paragraph 251). Madras page 155 
(paragraph 324), 248. United Provinces page 188 

(paragraph 302). (a) Bengal page 255 (recommendation 

184). Bombay page 247 (recommendations 115, 116 and 117). 
Madras page 156 (above). ( b ) Centrally Administered 
Areas page 235 (paragraph 123). (c) Madras page 151 

(paragraph 317) (d) United Provinces page 196. 

Point (5) Madras page 162. 
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II.— Central Co-operative Bankh. 

United Provinces page 196 (paragraph 314). 

Point (1) Bengal page 53 (above) 146, 156 (paragraph 285). 

Point (2) — 

Point (3) Bengal page 153, 154 (paragraph 276), 254 (recommenda- 
tion 171). Bombay page 160, 219 (recommendation 141). 
Bihar and Orissa page 161 (paragraph 307). 

Point (4) Bengal page 153 (paragraph 275), 254 (recommendation 
170). Bihar and Orissa page 135 (paragraph 251). 
Bombay page 159. Madras page 155 (paragraph 324). 
United Provinces page 188, 189 (paragraph 302). 

Point (5) Bengal page 158 (paragraph 295), 256 (recommenda- 
tions 194, 196). Punjab page 110 (paragraph 156). 

Point (6) Bombay page 174. Centrally Administered Areas 
page 223 (paragraph 117). Madras page 162 (paragraph 
340). 

Point (7) — 

III. —Provincial Co-operative Banks. 

Point (1) 7 at. Section Bombay page 178, 294 (recommendation 
147). 2nd Section Bengal page 154 (above), 148 (below), 
158 (paragraph 293) page 253 (recommendation 156). 
Bombay page 36 (above), 171. Punjab page 109 (para- 
graph 165). 

Point (2) United Provinces page 193. 

Point (3) — 

Point (4) — 

Point (5) Bombay page 171. Madras, “Balance Sheet of the 
Madras Central Urban Bank 30tli June 1930”. Punjab 
page 43, 110. 

Point (6) — 

Point (7), Madras page 170, 249 (recommendation 65). 

IV. — Audit of Co-operative Societies. 

Bengal page 148 (above), 151, 152 (“Paucity of Government staff”) 
page 253 (recommendations 158, 164, 165, 166). 

Bihar and Orissa page 247 (paragraph 490 point 9). 

Bombay page 161, 247 (recommendation 120). 

Centrally Administered Areas page 231. 

Madras page 163. 

Punjab page 160. 

United Provinces page 179 (paragraph 287), 181 (paragraph 290), 
page 182 (paragraph 291), 193 (paragraph 309), page 343 
(recommendation 131). 
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ENCLOSURE XIII. 

Letter from Mr. A. P. MagDougall, to the Secretary, Indian Central 
Banking Enquiry Committee, dued the 19ih March 1931. 

I have made certain modification*, in the two memoranda I placed 
before the Committee in the light of our discussions and forward here- 
with the memoranda so modified. 


Land and the Cull irator. 

When a specialist is called in to prescribe for a patient suffering 
from debility he makes a thorough diagnosis. When experts are asked 
to advise on the affairs of an industrial company they must make a 
similar investigation. 

The economic position of the Indian cultivator is not healthy. He 
is deeply in debt. If a remedy is to he found we must examine the 
reasons. His economic structure is built up as follows : — 

1. Land. 

2. Ownership and tenure. 

3. Climate 

4. Cultivation. 

5. Education. 

G. Marketing. 

7. Finance. 

We shall make a brief review of each of tht«*e. 

Land . — It has been stated that the soil of Lndia is naturally poor. 
This is not correct. It has become poor. The great river valleys must 
at one time have been amongst the most fertile in the world. In 
Denmark and Oermany the greater part of the land in its original 
state consisted of barren wastes of sand growing nothing but gorse and 
heather. By hard work and education it has become very fertile. 

Countless generations of cultivators have reduced the natural ferti- 
lity of Indian Lands until the soil is now producing almost the mini- 
mum quantity per .acre. Statistics with regard to wheat clearly prove 
this — 9\ bushels per acre is the a\ erago. It is, perhaps, the lowest of 
any country. Continuous cropping without manure will impoverish 
the richest soils. There are other factors such as the deplorable waste 
of manure l>y its use as fuel. Tn western countries fertility is 
maintained by using straw and the residue of crops as manure. In 
India all the straw is used for cattle fodder If the output per acre 
in terms of wheat wore raised to that of France, the wealth of the 
country would be increased by £669,000,000. If the output were in 
terlllft of English production it would he raised by £1,000,000.000 per 
year. Yet England is by no means highly cultivated. This does not 
make any allowance for part of the land in India producing two crops 
per year. Tn the other countries referred to only one can be grown 
This advantage should count any loss from drought. Tt lias been 
stated that the very small holdings in India are responsible. This 
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Is partly true but Denmark is a country of small holders where by 
education and co-operation, they have succeeded in building up the 
most productive agriculture in the world. In terms of Danish wheat 
production the increased wealth to India would be £1,500,000,000 per 
year. It is not, therefore, the soil that is responsible for the poverty 
of Rural India. The advice to grow more is in no way intended to 
encourage unbalanced production which may injure the cultivator 
instead of helping him. 

Land Ownership and Tenure . — No country can prosper unless these 
conditions are sound. The cultivator must have security and the 
assurance that for whatever improvements he makes he will reap the 
reward. Land holding under zemindars who do nothing to improve 
the conditions of their tenants and little or, nothing to improve the 
standard of cultivation is not a good system. We refer to them else- 
where. All zemindars are not bad landlords, nor is the major portion 
of the soil of India held by them. It is held by the ryots themselves, 
as owner's or as tenants under Government. Peasant proprietorship 
and tenure under Government are the best systems of land holding 
known to the world. We have, therefore, to look further afield for the 
causes of poverty on lands held from the State or under peasant pro- 
prietorship. One of these is the fragmentation of holdings. We have 
heard of one farm of 12 acres being broken into a hundred scattered 
plots and of a field, two furrows in breadth and two miles in length. 
There can be no prosperity under such conditions. It is a result of 
inheritance laws. Somewhat similar conditions prevailed at one time 
in Europe, though they did not reach such lengths of absurdity. Legis- 
lation was passed in order to remedy this state of affairs. In India 
a move has been made through co-operation to bring about a remedy. 
Land Consolidation Societies have attained some success. If India 
waits until this reform is effected by co-operation mainly generations 
will pass. Not only so but it will be costly. It would require a large 
staff in each province concentrating on nothing but this section of co- 
operative work. We suggest that the most urgent requirement before 
the country to-day is the passing of legislation to bring consolidation 
■of holdings into being at the earliest possible moment . Agriculture 
in India will never make real progress until the holdings of the 
country are consolidated. Progressive farming is impossible. It 
entails waste of time, energy and wealth. The longer the delay in 
facing the need, the greater will be the danger of India having to 
face social convulsions which will endanger her whole future. Suffi- 
cient evidence is forthcoming from what has already been done to 
prove that the ryot would derive enormous benefit. Public opinion 
must be awakened to the need of passing legislation, not only to save 
the ryot but to save the country. As a practical agriculturist I am 
prepared to say that the loss from this cause alone, even under primi- 
tive cultivation must amount to ten rupees per acre per year — 220 
crorcs of money. If the zemindar problem is solved together with 
the one which we have just referred to, then Tndia would have a land 
tenure system that could compare favourably to that of any country 
in the world. The smallness of the individual holdings has been blamed 
for the poverty of the ryot. A large proportion are not economic 
units even if consolidated. The average is small and varies from 
Province to Province. We have no statistics at hand, but our impres- 
sion is that such holdings in Denmark produce more food per acre 
than those of 50 acres in that country. If a reasonable livelihood is to 
be gained from small holdings, cultivation must lie carried on in an 
extremely intensive form. This is not done in Tndia. 
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The breaking up of holdings is still proceeding. This must be put an 
end to. A similar position arose in France where legislation was pass- 
ed in recent years prohibiting any further fragmentation. Small 
holdings are no handicap to the production of the maximum amount, 
of produce per acre. The size of the farms in the Channel Islands are 
no greater than in India. The soil is no better nor the climate. Per 
acre cultivated these Islands produce more food than any other part 
of England. Intensive cultivation is therefore of vital necessity. 
This can only be brought about by intensive education. The small 
tarmer, if he had Che knowledge, has the time to make each square 
yard of his small farm an oasis of fertility. The small size of the 
farms is a handicap, to the production of surplus wealth, but this 
makes it all the more necessary that the country should realise that 
the highest possible standard attainable by man should be the goal to* 
aim at. At present it is the lowest. 

Climate . — It has been said that the climate of India with its un- 
certain rainfall makes for poverty and famine. Certain districts 
suffer, but this could be very largely counteracted by the consolidation 
of holdings, by the development of irrigation and by giving careful 
attention to the possibilities of conserving moisture. India as a 
whole does not suffer from climatic conditions. They are such, that if 
made proper use of, she would be one of the wealthiest agricultural 
countries in the world. The possibilities of fruit culture have hardly 
been touched. They are, nevertheless, very great. 

Cultivation . — The land is not cultivated as deeply as in western 
countries. It may be that under the climatic conditions prevailing in 
India, deep cultivation is not required. It is an advantage where hard 
pan is formed by the continuous ploughing but in India the intense 
sunshine in itself breaks up this pan. The soil is reasonably clean and 
free from weeds. Advantage would arise from the introduction of 
modern ploughs and sowing machines for seed. The great advance 
which must be made is by improving the fertility of the soil, and by 
using improved seeds and at the same time concentrating on growing 
crops of most value per acre. We shall give three simple examples 
to show what can be done. The Lyallpur Experimental Farm, Punjab, 
has raised, its milk yield by breeding cows for milk, from an average 
of 5 lbs. per cow per day to 12 lbs. The yield of wheat is 25 maunds 
per acre. The average for India is about 7 maunds. Modem varieties 
of sugar-cane produce 80 maunds of gur per acre, old varieties 20 
maunds. 

Education .— It is only by determined effort of the nation that sound 
progress can be made. The education of the ryot must be one of 
governing factors. It is essential that it should, i n the first place, be 
based on agricultural education. Denmark, in less than half a century 
raised itself from a bankrupt country to prosperity by one means only— 
the development of her one asset— the land. Her land in 1850 was no 
better farmed than Indian soil is now. It was the poorest in Europe. 
It is now the richest. Education was the golden key. 

Marketing.— It is little good o bring millions of acres under 
cultivation or increase the produce of the land to the value of millions 
of pounds per year, unless the necessary steps are taken to ensure 
that these products will secure a ready sale. Marketing will be dealt 
with in another paper. 

Finance . — To remedy existing evils by credits alone may alleviate 
the misery of the ryot as an opiate relieves pain. It will not cure- 
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the troubles from which the misery arises. The credit problem is only 
part of the whole an important part we admit. The suggestion which 
we make elsewhere will, we hope, be of some assistance in developing 
long and short-term credits. If the ryot is to be relieved of his crush- 
ing load of indebtedness, co-operative effort must not be confined as it 
is so largely at present, to Credit Banks. The movement must work 
in close co-operation with the educational authorities, the agricultural 
research department and the marketing organisation which must be 
established. The mind of the nation must be awakened to the enormous 
possibilities there are in the development of the wealth of the land of 
India and thereby ensuring moral and material progress. 

The proposals which we shall make and which are based on the 
review of the Rural Problem as outlined in the above statement can 
be summarised as follows: — 

1. A Central Co-operative Council should be established : 

(a) To co-ordinate all co-operative interests throughout 

India. 

( b ) To organise an educational centre for the training of 

an efficient staff in the principles of co-operation in- 
cluding banking, accounting, agriculture, rural eco- 
nomics and social welfare. 

(c) To promote co-operative marketing. 

(d) To study the development of co-operation. 

( e ) To stimulate voluntary efforts on behalf of the move- 

ment. 

2. Proposals with regard to Mortgage Banks. 

3. The introduction of sound banking and accounting methods. 

4. To consider the possibility of utilising the services and 

capital of the money-lender. 

5. Proposals with regard to the Reserve Bank and the introduc- 

tion of the Current Account system. 

6. Marketing. We propose that a National Marketing Organi- 

sation should be established. 

We are of opinion that it is a matter of vital necessity to organise 
marketing especially of export produce. 


A Central Co-operative Council. 

The Royal Commission on Agriculture and all other authorities who 
have studied the subject are agreed that the economic and social im- 
provement of the peasant can best be accomplished by organised self- 
help through co-operation. It is ideal which must be aimed at. If 
real progress is to be made, the full magnitude of the task must be 
realised. It is one of the greatest which any country has ever attempt- 
ed to bring into being, but it is also one of the most difficult. As at 
present constituted, generations will pass before even the majority of 
cultivators are touched by the co-operative movement. 

Co-operation throughout India has suffered seriously from the 
lack of a co-ordinating authority. Provincial Governments have been 
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acts as a serious handicap to safe advances on land. If Mortgage 
Banks are to become of real use for* the purpose of raising cheap money 
then this law also must be amended. There is a further difficulty. 
Lenders can not secure reasonable and speedy redress against defaulters 
owing to legal uncertainties and delays, This is referred to in the 
Punjab Provincial Report page 120. We have heard of a current say- 
ing “If you have a good case compromise out of court, if it is a bad 
case fight.” Many laws have been passed to save the debtors from the 
money lenders. It is not inconceivable that this may be one of the 
reasons why money-lenders are forced to charge what would appear to 
be excessive rates of interest. Where undue protection is given to the 
unscrupulous borrower, the psychological effect must be harmful. The 
great majority of borrowers are honest people intending if possible to 
pay their debts. By the introduction of safeguards this class suffers. 

A high standard of business integrity can never be fostered by protect- 
ing the rogue. We suggest that the time is ripe for an examination by 
competent authorities of existing laws. We are net satisfied that they 
are working to the advantage of the country as a whole. 

If the Land Alienation Act is amended in such a way as to recognise 
Co-operative Banks as zemindars, we feel confident that together with 
the addition of other safeguards which we recommend, sound Mortgage 
Banks can be established. We regard this as essential. If it is found 
to be impossible then it is our opinion that no new Mortgage Banks 
should be opened until further experience has been gained by those 
already in existence. 

This recommendation is not intended to touch any policy which has 
been hitherto pursued by the Government to prevent expropriation of 
Agricultural classes and the resale by the Co-operative Land Mortgage 
Bank may be restricted to by classes if the Provincial Legislatures so 
decide. 

We do not favour the proposal that Government should give further 
financial support unless the alterations already referred to can be 
introduced. 

The following is our opinion with regard to the main questions 
which have been summarised in the report of the Central Banking 
Enquiry Committee : 

(1) What should be the economic purposes for which long term land 
mortgage credit might he beneficially applied to agriculturists? We 
agree with the decision arrived at by the Registrars Conference of 1926, 
that no money should be advanced which is not economically profitable 
to the borrower, and with the principal objects as outlined by them, 
which are as follows: 

(u) The redemption of land and houses of agriculturists. 

(6) The improvement of lands and methods of cultivation and 
the building of houses of agriculturists. 

(c) The liquidation of old debts. 

(d) The purchase of land in special cases only to be prescribed 

in the by-laws. 

(2) The period must depend on the purpose for which the money is 
to be advanced. They should be granted for stated periods of 5, 10. 15, 
with a maximum of 20 years. Sound management should enable banks 
to extend the period even to 30 years, but we do not recommend this 
until success has been attained. The repaying capacity of the borrow- 
er is an important element. 
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co-operative staff should be looked on as a highly technical and special- 
ised subject and of sufficient importance to warrant a school of its own. 
The subjects which would amongst others have to be studied are educa- 
tional propaganda, progressive farming methods, banking, accounting, 
rural economics and rural industries. Co-operation is not philan- 
thropy. It is a business and must be run on business lines. Even the 
educational side must be based on the business of farming. There is 
not a country in the world where there is co-operation that the neglect 
of this fundamental fact has not resulted in serious financial losses and 
waste of time and energy. As training is necessary to the business 
man under modern conditions, so is it to the co-operative organiser. 

In another memo which has been issued, we have referred to the 
need for establishing Rural Reconstruction Societies. This part of the 
movement is likely to prove to be much more difficult than the forma- 
tion of credit societies, but the ultimate result to be attained will be 
of distinctly greater value. Reconstruction societies would be a mean3 
of breaking down custorps which are a severe drag on the economic and 
social progress of the nation. This in itself will have an immense 
effect on reducing the debt load of the people. Thrift will be encour- 
aged in many other ways through such societies. The simple principles 
or improved farming methods can also be introduced, such as the use 
of better seed, better cultivation and the conservation of manners. 
Through such societies the villagers could be taught to combine against 
the oppression of the zemindars. We have actually seen a Rural Re- 
construction Society which has made itself responsible for the pay- 
ment of the rent of the village through the society. If this became 
general then it would obviously be extremely difficult, if not an im- 
possible task, for the zemindars to force unduly high rents from their 
tenants or compel them to give free service. Without an educated staff 
the formation of such societies is impossible. 

The co-operative movement is of such importance that it is neces- 
sary to have an agency to co-ordinate the whole throughout the whole 
of India. Experience gained in one province should be made available 
for the others. There should be concentration of the combined thought 
of all the provinces at a given centre. Research work on all the many 
and varied problems should be constantly proceeding. If co-operation 
in any province is not advancing on sure lines, then there should he 
some authority representing the whole movement which would be res- 
ponsible for overcoming the weakness. The army or co-operators in 
India can no more afford to have a weak division than can an army in 
the field. If the banking section is weak in one province then it reacts 
on the financial security of the others and on the confidence of the 
public in the stability of co-operative -banking in general. Lack of 
confidence means dear money. 

Provincial boundaries are political. They arc not economic. The 
interests of the ryots on the borders of all the provinces are identical. 
It is only by co-ordination of all, these interests through one directing 
channel that the combined strength of the cultivator can be made 
effective. If such a body was now in being and a united request was 
put forward by the Central Council to demand legislation with regard 
to consolidation of holdings more than half the battle was won. Bank- 
ing and accounting should also have a central organisation which would 
act as a foundation for these two vita] points of structure. 

Co-operative marketing is another line of research for which a 
central organisation is essential. The general marketing of the 
Nations’ produce must be looked on from a broader aspect than would 
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be possible under strict co-operation. This is referred to in another 
memo, in which it is suggested that a National Marketing Organisa- 
tion should be established. It would, however, be the business of the 
'Central Co-operative Council to work in conjunction with this body. 
The importance and magnitude of the work which has to be done is 
such that it is essential that a Central Co-ordinating authority, to 
be called a Central Co-operative Council, should be established under 
a special department of state. This department should be a Ministry 
of Agriculture and Land. It is in our opinion imperative that- this 
Ministry should have no duties attached to it other than those concern- 
ed with the Rural economies. We under^tan^ that at present there 
are throe port folios combined — education, health and land, and that 
there are also certain other subsidiary duties attached to this Ministry. 
The Ministry of Agriculture and Land should he relieved of health and 
education. We are also of the opinion that the Ministry should be 
divided into distinct departments with responsible heads in charge of 
each under a Minister and Secretary. In a subsequent memorandum 
on marketing it is our intention to suggest that a National Marketing 
Organisation should also be included in the purview of this Ministry. 
Uni ess full recognition is given to the enormous importance of the 
work to he undertaken, no good will result. At the head of each of 
these sections must be men ox indisputable ability and powers of 
organisation. On the Co-operative Council for all India, there should 
be two representatives from each province. They shall be nominated 
by the Provincial Co-operative Unions. The Chairman shall be the 
executive officer in charge of the whole. The Provincial Governments 
should make themselves responsible for the costs of maintaining the 
Educational Institute. The Central Government should in the initial 
stage hear all other costs and salaries. As the co-operative organisa- 
tion grows in strength, a levy from the Provincial Unions should ulti- 
mately enable the movement to finance itself. Real and speedy progress 
ran never he made unless the resources of all India are utilised. We 
are of the opinion that if properly organised there are great numbers 
of people who would give voluntary services to the cause of co-opera- 
tion. We are also, of opinion that a propaganda department conduct- 
ed with vision could make use of the press in a manner which would 
be invaluable. There are many organisations which could be used with 
great effect in rousing and forming public opinion. 

If a Council similar to what we propose had been in existence for 
the last few years and had been carried on with efficiency, the sugges- 
tions which we are now' making would it is more than likely have already 
been in operation. Many enquiries have been held and numbers of co- 
operative experts, from every Province in India have visited Europe 
and other countries. There is # not yet uniformity. The experience 
gained by such enquiries and visits should not he limited to one Pro- 
vince, but should he made use of by the whole co-operative movement 
throughout Tndia. The longer the delay the more diverse will become 
the methods in operation in each Province. Ultimately unification will 
become impossible or at least incomparably more difficult. Even from 
the point of view' of the desirability of establishing a unifying social 
force throughout Tndia the opportunity of strengthening the 
amalgamation through the co-operative movement should not be lost 
sight of. 

Mortgage Banl's. 

Mortgage Banks are. institutions for the purpose of lending monies 
on long term investment on sound realisable securities to enable land- 
owners to secure the advantage of cheap money. Before they can be 
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recognised as a safe investment, certain alterations must be made in 
the laws of the land. In the Punjab and elsewhere the alienation of 
Lands Act makes it impossible to recognise land mortgages as a sound 
gilt edge investment. Where it is in operation it is not possible to 
secure the right to a free sale of land which through the default of 
the mortgage may have to be taken over by the lender. He has no claim 
to ownership; therefore a mortgage is not a mortgage under the cor- 
rect sense of the term. Mortgage Banks can only recoup themselves 
against loss by letting the land to a tenant. This is not a sufficient 
safeguard. It is not for a bank to act as landlord on a large scale. 
The cost involved is too great. There is also a risk of deterioration 
of the holding through bad farming, the drying up of wells, alkaline 
troubles, etc. The cost of management of a large number of small scat- 
tered holdings is also a very serious handicap. These are only some of 
the many difficulties. In the Punjab, the most prosperous province in 
India, one third of the borrowers are defaulters. This is an impossible 
position for a mortgage bank to face with equanimity under the 
existing law. 

We are of the opinion that unless the Act referred to can be amend- 
ed, it will not be possible for a mortgage bank to function in such a 
way as to be an attractive Debentures investment. An alteration 
should be made in the Act which would give the right to Co-operative 
Mortgage Banks to sell lands coming into their possession through 
default in payment of principal and interest. We understand that the 
Act was passed to prevent the accumulation of land in the hands of 
land grabbers, who were not agriculturists. The Act does not prevent 
zemindars who may also be land grabbers and money-lenders from 
adding to their holdings. A Co-operative Mortgage Bank is designed 
for the purpose of providing farmers with easy capital at the least pos- 
sible rate of interest. It is only reasonable that agriculturist combin- 
ing in a co-operative unit for such purposes should be recognised as 
such under the Act. If a body of farmers agree to purchase their 
existing holdings as a company, we assume that the Act would recognise 
their right to sell their holdings, either in one block or separately, as 
they might think fit. We can see no difference in principle to farmers 
combining through a strictly co-operative society to secure cheap 
money in order to carry on their individual holdings. 

It r& perhaps outside our terms of reference to make other sugges- 
tions with regard to the Act. We understand that it is only the 
recognised agricultural class wKo are enabled to purchase land. This 
prevents the non-agriculturist or his son who may have a keen desire 
to take up farming as a profession from doing so. We also understand 
that the son of an agriculturist who may leave the land to follow a 
profession in a city or elsewhere, can continue to buy land as an in- 
vestment. We are not concerned with the obvious hardship to the non- 
possessing class; we are concerned with its implication from the point 
of view of improving the financial position of the country. The adop- 
tion of sound progressive methods makes wealth. Our experience in 
our respective countries is that it is a distinct advantage to agriculture 
to have a percolation of the quicker brained more adoptahle business 
mentality coming into the industry. This class is more likely to be res- 
ponsive to scientific knowledge and they have the means to introduce 
better machinery and more up-to-date methods. An owner of this class 
can do no possible harm. On the contrary, great can result. We do 
not put this point forward as a recommendation, we are aware that 
it is highly controversial. In other districts the Hindu family law 
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acts as a serious handicap to safe advances on land. If Mortgage 
Banks are to become of real use for* the purpose of raising cheap money 
then this law also must be amended. There is a further difficulty. 
Lenders can not secure reasonable and speedy redress against defaulters 
owing to legal uncertainties and delays, This is referred to in the 
Punjab Provincial Report page 120. We have heard of a current say- 
ing “If you have a good case compromise out of court, if it is a bad 
case fight/ * Many laws have been passed to save the debtors from the 
money lenders. It is not inconceivable that this may be one of the 
reasons why money-lenders are forced to charge what would appear to 
be excessive rates of interest. Where undue protection is given to the 
unscrupulous borrower, the psychological effect must be harmful. The 
great majority of borrowers are honest people intending if possible to 
pay their debts. By the introduction of safeguards this class suffers. 

A high standard of business integrity can never be fostered by protect- 
ing the rogue. We suggest that the time is ripe for an examination by 
competent authorities of existing laws. We are net satisfied that they 
are working to the advantage of the country as a whole. 

If the Land Alienation Act is amended in such a way as to recognise 
Co-operative Banks as zemindars, we feel confident that together with 
the addition of other safeguards which we recommend, sound Mortgage 
Banks can he established. We regard this as essential. If it is found 
to be impossible then it is our opinion that no new Mortgage Banks 
should be opened until further experience has been gained by those 
already in existence. 

This recommendation is not intended to touch any policy which has 
been hitherto pursued by the Government to prevent expropriation of 
Agricultural classes and the resale by the Co-operative Land Mortgage 
Bank may be restricted to by classes if the Provincial Legislatures so 
decide. 

We do not favour the proposal that Government should give further 
financial support unless the alterations already referred to can be 
introduced. 

The following is our opinion with regard to the main questions 
which have been summarised in the report of the Central Banking 
Enquiry Committee : 

(1) What should he the economic purposes for which long term land 
mortgage credit might be beneficially applied to agriculturists? We 
agree with the decision arrived at by the Registrars Conference of 1926, 
that no money should be advanced which is not economically profitable 
to the borrower, and with the principal objects as outlined by them, 
which are as follows: 

(а) The redemption of land and houses of agriculturists. 

(б) The improvement of lands and methods of cultivation and 

the building of houses of agriculturists. 

(c) The liquidation of old debts. 

(d) The purchase of land in special cases only to be prescribed 

in the by-laws. 

(2) The period must depend on the purpose for which the money is 
to be advanced. They should be granted for stated periods of 5, 10. 15, 
with a maximum of 20 years. Sound management should enable banks 
to extend the period even to 30 years, but we do not recommend this 
until success has been attained. The repaying capacity of the borrow- 
er is an important element. 
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(3) Whence should mortgage banks derive their working capital?: 
There is only one way by which Land Mortgage Corporations can be 
financed on sound banking principles: — 

1. Share capital. 

2. Debentures. 

(а) The share capital should be provided by the provincial Gov- 

ernment with a paid up issue of 10 per cent, of the amount 
which may be required to establish the corporation. 

(б) The Debentures should be issued in the market without a 

special guarantee of the Government. We consider it 
sufficient safeguard that the capital taken up by the Gov- 
ernment will be liable for payment of redemption and 
interest of the debentures together with sound mortgage 
securities. We are of. the opinion that if the necessary 
alterations are made in the laws of the land, and if sound 
business management is introduced, the debentures of 
mortgage banks would speedily be recognised as gilt-edged 
securities. 

(c) The proportion of share capital to the debentures issued 

should be as 1 to 5. 

(d) In order to safeguard the risk to the corporation arising from 

drought or other uncontrollable causes impairing the- 
ability of the ryot to meet his obligations we suggest the 
following : 

That debentures should be issued for a period amounting to 
25 per cent, longer than the average period for which 
the loans are granted, in other words, if the loan 
period is 15 years then the debentures should be issued 
in terms of 20 years. 

(4) Should land banks be permitted to receive deposits like the co- 
operative central banks or the joint stock banks, and if so, for what 
purposes and under what safeguards regarding lucid resources, etc. ? 

If our recommendations are accepted, this point does not arise 
District land banks should act as an agency for the sale of debentures 
to be issued by the provincial mortgage co-operation. 

(5) What should be the relation between the Land Mortgage Bank 
and the ordinary Rural Credit Society where they co-exist ? 

The relation between Land Mortgage Banks and short-term credit 
banks should be a very close one. It is indeed essential not only to 
save over-lapping but also administrative and supervision expenses. 
We suggest that the District Land Bank should be housed, where pos- 
sible, in the same building as the Central Bank of the area. Careful 
consideration should be given to the advisability of combining tin 
management of these banks under one head with of course the neces- 
sary assistance. It would be possible to secure a higher standard of 
management. If the man at the top can be depended on, then effi- 
ciency and security can be relied on. The Central Bank and the 
Land Bank would have the further benefit of having the advantage of 
knowledge in the possession of the respective banks about the financial 
position and integrity of their clients. The transfer of money from 
one bank to another must of course he strictly prohibited. 

(6) Should the Government give any financial assistance to these 
hanks, and if so, what form should it take. 

This question has already been answered i n the main. The propor- 
tion of loan to tho security will largely depend on the alterations 
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which may be made in the existing laws to which we have already 
referred. In the event of the alterations being made, we suggest that 
50 per cent, should allow a safe margin. Advances should be limited 
in the early years to a sum not exceeding Rs. 5,000/-. We cannot 
recommend that large blocks of capital should be granted on any 
single property until experience has been gained. We suggest that the 
payment of capital and interest should be done on the lines adopted 
by the English Land Mortgage Corporation. They are combined in 
one charge which is worked out on a percentage basis. 

It is highly advisable that the general financial position of the bor- 
rower should be investigated before a mortgage is granted. No good 
will result in a loan being granted to a cultivator whose net income 
renders it impossible for him to meet his debt charges with reasonable 
regularity. We also suggest that steps should be taken to place the 
giving of loans under the “Land Improvements Loan Act” with mort- 
gage banks, A separate memo is attached which outlines the methods 
adopted in the Punjab for basing the amount of loan granted. The 
memo is by one of the acting officers in the Punjab at our request. 

Reference has been made to the advisability of establishing one 
Central Mortgage Corporation to include the whole of India. We 
cannot recommend this. The conditions existing between the various 
provinces are diverse, moreover the area to be covered is too great. 
We recommend that a Mortgage Co-operation should be established in 
each province and financed on the lines already indicated. The Corpo- 
ration would advance moneys to District Mortgage Co-operative Banks. 
In the event of our recommendation with regard to bankers and ac- 
countants being adopted, we suggest that they also should be on the 
Directorate together with another of indisputable ability and author- 
ity in the province. The remainder of the Directorate would consist 
of representatives from the District Mortgage Banks. Wo would 
recommend that the bye-laws of the Mortgage Banks already in exist- 
ence in the Punjab should be used as the basis for the rules and bye-laws 
of the District Banks. 

1. The standard of assessment in the Punjab is a proportion of the 
“net assets”. 

The “net assets” of an estate means the average surplus which the 
estate is anticipated to yield after deduction of the expenses of culti- 
vation. A full fair rent paid by a tenant at will, though often fall- 
ing short of the net assets is assumed for the purposes of assessment to 
be a sufficiently near approximation to the net assets of the land on 
which it is paid. 

2. Prior to the recent (1928) Punjab Land Revenue Amendment Act, 
the theoretical standard of assessment was “half net assets”, but this 
standard was never approached in practice. The Land Revenue Amend- 
ment Act (1928) reduced the standard of assessment from one half to 
one quarter of the net assets, and it also extended the term of future 
settlements in fully developed tracts to forty years. The previous 
period of settlement had varied from 20 to 30 years. The half net 
assets represented a maximum — the assessment of an estfite was always 
fixed according to circumstances. Accordingly the percentage of net 
assets even under the old assessment rules varied considerably^ dis- 
trict by district, the range being from about 20 to 33 per cent. occa- 
sionally approaching 40 per cent. The passing of the Amendment Act 
(1928) involved (in fulfilment of a promise) a reduction in the assess- 
ment of spver.nl districts which had been assessed after 1921, in order 
to keep the assessment within the statutory limit of 25 per cent, of 
the net assets prescribed by the new act. 
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3. 45 per cent, of the cultivated area of the province is tilled by 
the proprietors themselves. 8 per cent is in the cultivating possession 
of occupancy tenants. 47 per cent, is in the hands of tenants at will 
out of which 33 per cent, pay in kind. 9 per cent, pay cash rents 
{mainly in the SE of the province). Other rents are land revenue 
plus a proprietory fee (4 per cent.) etc. 

4. With so much land under batar or kind rent, the two factors in 
the produce estimate, i.e ., prices and outturns are very important. It 
has ever been the practice in fixing commutation prices for the purpose 
of assessment to adopt a very cautious range of prices. The area 
under wheat in the Punjab is to 19 million acres. Wheat prices 
were (pre-war) Rs. 3 or less. Since 1922 Punjab wheat prices have 
varied from Rs. 3 to Rs. 5/3 per maimd, i.e., up to 1929. Settlement 
officers have rarely taken anything like the average price prevailing 
in the decade preceding a settlement as their commutation price. I 
have not figures to hand, but I remember my D. G. K. settlement (1919) 
when I took Rs. 2/4 per maund for wheat which seemed safe enough. 
The high prices which prevailed post-war have made assessments very 
light and have encouraged a fantastic desire to take up land as an in- 
vestment. 

5. In the year 1929 the sale price of land for the province as a whole 
represented 245 years purchase of the land revenue on the land — in the 
previous year the figure worked out at 273. Likewise the mortgage 
value of the land, the ownership of which was mortgaged in 1929 re- 
presented 118 times the land revenue assessment, or about the same, 
figure as* in the previous year. Agricultural prices only experienced 
their catastrophe decline at the beginning of 1930 and the sale and 
mortgage values of the succeeding year (not yet available) will show 
a heavy drop, but there is plenty of room for it. 

6. In view of the acute depression in prices a circular has been 
recently issued (January 1931) to the effect that no advance will be 
made to a mortgage hank if the maximum loan allowed under its rules 
exceeds Rs. 5,000/- or 20 times the land revenue of the land mortgaged 
whichever is less. The land revenue criterion is eminently safer. 

7. I append some figures which may Re of interest. 

Average recorded sale price per acre of Gujranwala land. 

Year ending Septomber 1928. Year ending September 1929 

Rs. 402. Rs. 372* 

Average mortgage money per acre on the whole area mortgaged . 

Year ending September 1928. Year ending September 1929 

Rs. 174. Rs. 172. 


Incidence of land revenue in the province per acre. 


On total area. 


On cultivated area. 


Rs. 1-1-11. 


Rs. 1-15-7. 


Varying per district from — 

Rs. 0-3-2 (Mianwali) 
to 

Rs. 5-0-6 (LyaOpur). 


Rs. 0-8-0 
to 

Rs, 5 7-4 


"This is for the year ending September 1929. 
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Co-opkrattve Banking and Auditing Experts. 

The co-operative movement in India is based on what is known? £9 
the Raiffeisen system, with certain modifications to meet local re- 
quirements of the country. Our tour throughout India, together with 
the voluminous evidence which has been prepared by the Royal Agri- 
cultural Commission and also by the various reports issued by the 
Provincial Banking Committees, gives the impression that the 
foundations of the organisation are sound. Unfortunately there are 
flaws in the buildings which must be repaired. Reference has been 
made to them in the report on Rural Finance which has already been 
issued. They will be found from pages 133 to 142. They are of such 
importance as to demand the most careful attention of the Committee 
With regard to short-term credit banks, there are two of vital im- 
portance. One is the auditing system, the other is banking. 

Co-operative credit societies should always be looked on as banking 
institutions for taking deposits from members or others and lending 
this money out to other members on good security. The promoters of 
co-operation are often enthusiasts who look on co-operaoion with 
almost religious fervour. It is seldom that the visionary and the 
sound business man are to be found in one person. Many mistakes 
have been made and much money lost by neglecting this fundamental 
need of efficiency. One of the greatest mistakes which has been made 
by co-operative credit banks, not only in India but throughout the 
world, has been the neglect of recognising the necessity of introduc- 
ing sound banking technique. It has been too readily assumed that 
this knowledge can be secured by studying the theory of .banking. 
This is as impossible as to expect that the theory of mechanics can 
alone produce a skilled engineer. 

In studying a technical point of this nature, which we suggest is 
one of great importance, it may be of advantage to consider the 
experience of other countries. Scottish experience might prove to he 
of interest and some value. The reason given for the success of 
Scotch farmers during the nineteenth century and the early part of 
the twentieth century, is that rural education was developed in 
Scotland at an earlier period than in any other country in the world. 
There is another reason— the enterprise of Scottish bankers. The 
large city banks in Glassgow' and Edinburgh were the first in the 
world to realise the advantages not only to themselves but to trade, 
of opening up branches throughout the country. This system expand- 
ed rapidly until in the course of little over a generation every small 
market town in Scotland contained one or, in the majority of cases, 
more branches of these banks. The method adopted by the governors 
of the banks was a very wise one.- They did not send out into the 
country city bred managers, they made use of local talent. Country 
lawyers of standing or land agents were employed. Trained clerks 
were placed at their disposal. Bank Managers had, therefore, an 
intimate knowledge of the population whose requirements they were 
out to meet. 

Banks encouraged loans on personal security to hard working 
farmers of integrity. Managers w T ho knew local conditions served two 
purposes. Depositors felt that their money would be safe. The banks, 
on the other hand, had the assurance that they were lending money 
through agents who had an intimate knowledge of the people wdth 
whom they were dealing. 

We have no figures before us, but the increase of deposits and credits 
handled by banks in Scotland durinsr the first half of the nineteenth 
century must have been very great. 
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Farmers of honest reputation soon found that they had easy means of 
increasing their production by securing loans at a cheap rate of 
interest from the banks. They were also encouraged by this means to 
enter into vast schemes of improvement in draining waterlogged land 
and rebuilding their homesteads. These improved buildings and drain- 
age schemes resulted in greater efficiency. 

The banks never charged a higher rate of interest than 1 per cent 
above bank rate with a minimum of 5 per cent, nor does it vary. The 
point arising out of this is of vast importance. Because comparatively 
simple but sound banking methods were available, Scottish farmers 
had the advantage of securing cheaper credits than any farmers through- 
out the world. This credit was not confined to men who could only 
give security. It was granted with freedom, provided the reputation 
of the farmer was sound and that the agent was satisfied that the 
money was being spent on the purchase of stock or for increasing the 
productivity of his holding, 

There is a difference between the Indian ryot and the Scottish 
farmer. The latter dislikes debt and will, generally speaking, only 
enter into debt if he thinks his position will be improved by doing so. 
After the debt has been incurred he will make the utmost possible effort 
to pay off the d£bt as quickly as possible. The attitude of the Indian 
ryot towards debt is different, but against this disadvantage the co- 
operative credit banks in India have one distinct advantage. They 
have the unlimited assets of the members as a charge against the debt. 

The Scottish farmer is also, from a banking point of view, much more 
attractive because of the sizes of his holding. Fifty acres is considered 
a small farm there. It is hardly necessary to add that co-operation is 
the only possible credit system which can improve the position of. 
rural India. 

Scottish banking methods not only provided cheap and ample credits 
but at the same time encouraged deposits and the current account and 
cheque method of doing business. The hoarding of savings in the pro- 
verbial stocking became a thing of the past. Deposits in the coffers of 
the banks, which were previously lying idle, expanded credit enorm- 
ously. In other words money bred money. 

The system was also responsible for introducing efficient business 
methods such as book-keeping and sound marketing into ordinary farm- 
ing practice. The sale of produce was centralised in large, well-equip- 
ped markets, where the maximum of competition was ensured. The 
cheque paying and receiving method, being easier than cash transac- 
tion, also encouraged business and increased production. 

If the same precautions were taken in securing efficient banking 
throughout the whole co-operative movement in India, as there arc in 
Scotland and other western countries, the progress of co-operation in 
this country would have been greater and the ryot would benefit by 
receiving his loans at a lower rate of interest. Inefficiency means 
dear money. To (leal leniently with the backslider or defaulter, as 
it so often does in the co-operative society, merely means that the 
hard working and thrifty ryot has got to pay for the follies of his 
neighbour or of the organisation. We suggest that, in order to safeguard 
the interest of depositors and of the cultivators who have ultimately 
to bear the burden, trained bankers should be added to the staff of 
each province. It is possible that one banker of indisputable ability 
and experience would be sufficient, and that under his guidance a staff 
sufficient to safeguard the strictlv banking side of the movement would 
very soon.be trained. The Punjab has the advantage of a banker of 
this description whose work has, we were informed, already been of 
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enormous benefit to this province. Mr. Darling in his annual report 
for 1931 makes the following statement with reference to this appoint- 
merit: “His long experience of joint stock banking is not only of 
great use to the Registrar but his advice is freely sought after by the 
Central Ranks”. 

When the banking and auditing technique of the co-operative move- 
ment in India is as perfect as it is in European banking institutions 
then it will be found that Co-operative Banking will grow of its own 
momentum. The result of these reforms in the course of a few years 
will probably be that money could be lent to the cultivator perhaps at 
2 per cent, less than at present. The cost of ensuring efficient manage- 
ment through banking and auditing would prove to be a fraction of 
this amount. 

Co-operation is not philanthropy, it is a business institution. It 
is not a co-operative system dealing with a percentage of the rural popu- 
lation which must be envisaged; it is an organisation that will ulti- 
mately turn that comparatively trifling percentage of the whole into a 
hundred per cent. unit. This can never be brought about unless the 
highest possible degree of efficiency can be secured in the internal orga- 
nisation. 


Expert Accountant . 

We also advocate that to each Provincial Centre there should be 
attached a highly trained expert accountant. He would, under the re- 
gistrar, be responsible for supervising audits and the methods to be 
adopted, and the training of the auditing staff throughout the Pro- 
vince. A man of marked ability is essential. The Registrar would 
then, in having under his control real expert assistance in Banking and 
auditing, be in a position to give more of his time to the general 
organisation and spread the movement throughout his province. His 
energies must be devoted to a greater extent than is now the case to 
extending the sphere of co-operation in the manner which we have 
outlined elsewhere. 


Registrar. 

The status of the Registrar should be one of the very highest in the 
Province. All authorities are agreed that in co-operation lies the one 
hope of rural India. The responsibility of the Registrar is, there- 
fore, very great and is of such a nature that it should only be placed 
on the shoulders of men of proved capacity and administrative ability 
of the very highest order. 

Current Accounts and Cheques. 

Another of the aims of co-operative banking must be to introduce, 
in however simple a form, a current account and cheque paying system. 
It is our opinion that no reform can be of greater advantage, in the 
banking sense, than this. The development of the Current Account and 
cheque paying method of transacting business is a very great step ; n 
advance. In England the habit is universal amongst large *md small 
cultivators. Joint Stock Banks are now endeavouring to' extend the 
system in such a way as to meet the needs of the smallest of their 
customers. We have already referred to the advantage which modern 
banking conferred on Scottish farmers. Current accounts and cheques 
have simplified business and laid the foundations for simple book- 
keeping amongst the agricultural community. It encouraged the 
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deposit habit. If a cultivator is paid in hard cash or . notes then 
he is much more likely to keep his savings in the proverbial stockings 
Another effect of the cheque habit is the assistance it gives in the deve- 
loping of organised marketing. When a cultivator can only be paid 
in cash he will think twice about taking his crop to a Central Market 
where he k runs the risk of losing the money received or of having it 
stolen from him on his return journey. He is, therefore, glad to sell 
his produce on his farm to a local dealer. The first step on the road to 
systematic and sound marketing methods is to have the fanners’ pro- 
duce sent to a central depot where it can be handled and graded 
efficiently. From this point of view alone, it is highly desirable that 
the current account system in however simple a form and however 
limited a scale should be one of the aims of the co-operative banking 
movement. During our tour throughout the country nothing gave us 
greater pleasure than to find that a start has been made even by a 
primary society. The Ichra Co-operative Society Limited, a primary 
society on the outskirts of Lahore which has taken steps to establish 
this system. Drawing of cheques on current accounts was introduced 
on the 1st of February. We are satisfied that the Society has reached 
such a stage of development that there is every likelihood of real suc- 
cess being attained. We suggest that the attention of the leaders of 
the Co-operative Movement should be drawn to the possibilities of 
introducing this system in a very guarded way. In those societies that 
have reached a sufficiently advanced stage of development the addition 
of expert bankers to the co-operative staff will be of enormous value in 
bringing this about. 

We would remind the Committee of the words of Jules Simon —“The 
greatest banker in the world is he who disposes of the proletarian’s 
might”. The introduction of the current account system would be sl 
great advance towards this end. 

In order to encourage the use of cheques we would urge the desir- 
ability of Government accepting payment of land revenue in this way- 
It would be a direct incentive of no mean value. 


Co-operation and the Reserve Bank. 

Consideration must be given to the financial requirements of the co- 
operative system in so far as they cannot be met out of deposits At 
the present state of development several Provincial Co-operative Banks 
have more money at their disposal than can be used for granting sound 
credits. Large amounts are invested in Government Securities. These 
are the first resources to be tapped when the demand for credits is such 
that a larger working capital is required. By working capital we mean 
the amount needed for meeting the normal demand apart from emer- 
gency exigencies during the busy season. Government securities should 
be sold, so far as necessary, to meet the normal demand. The remain- 
ing securities can be used as collateral for credits either from Com- 
mercial Banks or (in the event of its being established) the Reserve 
Bank in order to meet the temporary emergency requirements. 

We must also give consideration to the way in which further finan- 
cial requirements, which may and probably will arise in future, should 
be satisfied. At the outset it must be made clear that apart from tem- 
porary exigencies, the Reserve Bank cannot grant much help under 
ordinary conditions. It is necessary that this bank should keep its 
position fully liquid. The Co-operative Banks do not at present 
finance marketing or trade transactions. The strength of the Reserve 
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Bank would be endangered to a serious extent if it were forced to tie 
up part of its resources in credits in order to supply those banks with 
what we have described as working capital. 

We suggest that the Government should consider the advisability of 
placing a part of the monies derived from postal savings at their dis- 
posal. This in our opinion should be done under the direction md 
control of the Reserve Bank. It could satisfy itself better than the Gov- 
ernment about the soundness of the demand and the desirability of 
their compliance. The Bank in short would act as Agents for the 
Government. 

Finally, we feel compelled to stress the necessity for the co-operative 
^banking movement restricting, as far as possible, the disbursement of 
its profits and to build up strong reserves out of these profits. These 
reserves — we refer to those of the Central and Provincial Banks — 
should not be used for granting credits, but should be invested in gilt- 
edged securities. They will ultimately enable the movement to effect a 
gradual reduction in the rate of interest charged on its credits. Re- 
serves will also enable it to obtain credits in times of emergency. 

Rural Reconstruction Societies. 

While we were at Lucknow we visited three villages in which co- 
operative societies had been established. The first two were typical ex- 
amples of the failure of credit societies; one society was in the process 
of liquidation and the other was not, we were inclined to believe, 
solvent. We investigated in each case the reason for this. We aie 
of the opinion that more than one reason is responsible; illiteracy, 
their inability to realise the simple principles of co-operation, their 
fear of incurring joint responsibility for debts incurred by their 
societies. The main reason probably arose from a bad example of land- 
lordism. In each case the landlord was non-resident, his lents were 
collected by an agent. The landlord dared not visit the village in per- 
son, the rents were collected on his behalf by an agent, but even the 
agent could not visit the village unless accompanied by others. The 
landlord did not only secure his legal rents but also compelled the 
villagers, by various means, to contribute further monies to his ex- 
chequer in the event of a new car being bought by him. Tenants were 
by one means or another forced to pay extra monies. The average 
increased beyond fixed rental was about 50 per cent. In the event of 
rents or the additional monies charged not being forthcoming, the 
villagers were beaten and in some cases a form of torture was used 
such as being forced to stand on two bricks wide apart in hot sunshine 
for considerable periods. 

In the other cases the landlords were residents, about nine in num- 
ber. Before our arrival the villagers were infonned that no complaints 
must be made to us but we came to the conclusion that here also the 
zemindar system was working unsatisfactorily and was very largely 
responsible for the position of the credit society. About 5 per cent, 
above fixed rental was forced out of the ryots and labour services had 
also to be given during the planting and harvesting season. The 
zemindars were amongst the biggest creditors of the society, and the 
liquidators was having great difficulty in securing repayment of debt? 
incurred. We came to the conclusion that in each of the two cases 
referred to the beneficial results of a prosperous credit society, granting 
loans on less rates of interest than money-lenders, would disappear into 
the hands of the zemindar. 

If these two cases are typical of the position in villages owned by 
zemindars in the United Provinces, then it is a waste of public monies 
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and efforts to endeavour to introduce a sound co-operative credit system 
until legislative steps are taken to safeguard the interest of the ryot 
against rapacious landlords. 

The third and last village was an example of successful co-operative 
effort. Here also credit societies had been established some years ago. 
It was not functioning successfully. Two and a half years ago a rural 
reconstruction society generally known as a rural uplift society, was 
started. The objects are — 

(1) To improve the physical, social and moral conditions of the 

members, and their efficiency generally. 

(2) To introduce improvements in agriculture and in cattle 

husbandry. 

(3) To introduce improvements in cottage industries to improve 

communications and ensure improved marketing of \illage 
produce. 

(4) To assist in arrangements for the education of members and 

their children and for their training in the art of expression 
through games, songs, dramas design and worship and of 
other useful occupations which render life of the community 
more pleasing and liberal. 

(5) To spread correct knowledge about hygiene and human 

nutrition and about infectious diseases. Also to undertciko 
welfare work for expectant mothers and children. 

(6) To provide means for equitable settlement of disputes and 

thereby discourage unnecessary and frivolous legislation. 

(7) To promote other measures designed to encourage in the 

members a spirit and practice of thrift, mutual help and 
self help. 

The name of the village is Dhamvara. It is within 17 miles of 
Lucknow. We considered it to be one of the most successful co-operative 
•efforts which we have ever seen. We were assured by the registrar of 

the Province — Mr who accompanied us, that previous to the 

-establishment of the uplift society it was a typical village in his 
province. We have no reason to doubt this. 

The village consists of 250 inhabitants. The land is of average 
quality. It belongs to a lady zemindar who is non-resident. It is 
managed by a retired government official who is very strongly of the 
opinion that great progress has been made by the village since the 
societv was established. There are two societies, one the credit society 
and the other the one referred to. The former has 20 ryots and the 
latter 60. Every ryot is a member and every member pays one rupee 
per year contribution. The management consists of 9 representatives, 
together with the local revenue officer, known as a tahsildir, the co- 
operation inspector and the health officer, who are ex-officio members. 
The society was started by the inspector. 

We inspected the village and part of the crops. A communaJ 
garden was shown us in which flowers were being grown. It was well 
kept. Wc saw the children and their teacher at work, their bright 
and happy appearance together with their keen intelligent faces im- 
pressed us. A simple village library, containing about one hundred 
books, has been started and it is much appreciated by the inhabitants, 
In the same building is a little dispensary containing Indian and 
European drugs. Previous to the starting of the society the numbei 
of literates on an average in the district was about 4 or 5 per cent 
now 30 per cent, can read and write. Not only are the young childrer 
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taught, but there is also an adult class. Admonitions on neat enamel 
plates are placed on the walls and trees. The fire brigade gave us a 
display of fire drill. The general cleanliness of the streets and the 
houses was very marked. The wells have been improved. We were in- 
formed that a great improvement had been effected in the general 
cleanliness and hygienic habits of the people. Manure is no longer 
allowed to be left in or near the houses; it is now stored in proper 
pits on the outskirts of the village or in the fields. Drainage pits 
have also been made. We saw improved varieties of wheat growing, 
which the ryots informed us produced 25 per cent, more than the old 
standard kinds. 

The villagers are also planting improved sugarcane. Modern Meston 
ploughs have not only been introduced but are being extensively used. 
Irrigation wells have been improved and their use is now very largely 
on the co-operative principles. Games and sports, including gymnas- 
tics are becoming popular. A display was given us. Dramas are got 
up and are greatly enjoyed. On festival days the whole village now 
combines and the feasts and entertainments are much less costly than 
before the dancing girls for instance are no longer engaged and the 
crushing debts formerly incurred for marriages and other ceremonies 
are now unknown. Even a voluntary police system, to safeguard the 
village against theft has also been established. All disputes are now 
settled by the society. Since it has been started not a single case 
has been taken to the courts. Habits of thrift and economy have 
taken firm root. Every male member must be sent to school. Eines 
are inflicted if this is not done. Young girls are also encouraged to 
attend. Owing to the strict caste system girls over eight years of age 
cannot attend, but we are told that, in the event of the village being 
given the services of a lady teacher, parents would allow the older 
girls to make use of her services. 

We asked the villagers, who were assembled to meet us, vhat their 
choice would be if forced to choose between their uplift society and 
their credit society. Their vote was unanimous in favour of the 
former, and was given in such a manner as to leave no doubt in our 
minds. This is very important as the credit society is now in a sound 
position financially. Another interesting development of, I consider, 
far reaching consequences is that all the rents are now paid through 
the society to the agent of the zemindar. 

We were satisfied not only from the facts which were placed before 
us. but even more from the general tone of the village, that however 
utonian our description would appear to be it is not overdrawn. 

We were assured by all the parties that the village was a strictly 
representative one before the society was started. It has, it must bo 
admitted, a distinct advantage having a lady zemindar who was not 
rapacious. 

The first impression to draw from this example, is whether there 
is not co-operative work to be done of even greater importance than 
the establishment of credit societies, and indeed before credit societies 
can, generally speaking, function properly. Before credit can be 
advanced with any safety the integrity of the land individually and 
collectively must be of a respectably high standard. If done collect- 
ively through a co-operative society, then they have to be trained not 
only in the simple principles of co-operation, but in understanding 
the implications of collective responsibility. Without this it would 
be impossible to look forward to a self-supporting co-operative move- 
ment. It is highly necessary that whatever is done this should be the 
goal to aim at. 



719 


The second lesson which we can learn on the successful result of 
co-operation in this village, is that unless steps are taken to educate 
the villagers in the need of reducing their expenditure on marriages 
and festivals, the public monies expended on saving the ryot in paying 
exorbitant rates of interest are very largely lost to him in other ways. 
Perhaps the most important factor of all is the possibility of the ryot, 
by co-operative effort, to save himself from bad landlords. If # the co- 
operative spirit, as seen in actual operation in this village, can bo 
introduced throughout the country, then co-operation can be much 
more effective in putting an end to the malpractices of the zemindar 
than any form of legislation. Not only will it be much more difficult 
for the zemindar to screw monies out of his tenants, but if the village 
can combine to safeguard themselves and collectively refuse to submit 
to unfair treatment, the zemindar is powerless to do any harm. 

A very careful enquiry should, therefore, be made into the possibi- 
lity of introducing, if not before credit societies are established, then 
at the same time, Rural Reconstruction Societies. 


The Money Lender . 

The money lender has, in the past, filled a useful purpose. With- 
out his moneys agriculture and trade could not have been carried on. 
When co-operative credit banks were established to provide capital to 
the agriculturist at less cost, it was taken for granted that the money 
lender was an enemy who must be destroyed. It might have been 
better to have made an endeavour to use his wealth and experience 
inside the co-operative movement. The money lender must realise 
that nothing is permanent and that his unorganised methods can no 
longer meet the requirements of the modern world. The co-operative 
organisation should not, on the other hand, refuse to consider the 
possibility of making use of his capital and experience. It may be 
that, if this combination of forces can be brought into being, we shall 
have an organisation capable of overcoming all difficulties. We shall 
then have the organised strength of the cultivator on the one hand 
and on the other the collective wealth, business experience and money 
sense of the bania. It is probable that his capital will provide all 
the necessary funds required to finance the movement. We suggest 
that it is only by this means that the whole of rural India can become 
one great Co-operative Banking unit within reasonable time. There 
are dangers, just as there are in harnessing any great forces, but 
they are not insuperable. 

It has been too readily accepted that in making such attempt 
money lenders will prove to be the more powerful force of the two, 
that he will kill the weaker. Is this fear justified? Against the 
unorganised cultivator he is all powerful, but that he arid His class 
can injure a people, who can use their combined strength through such 
a mighty force as co-operation has proved itself to be, is by no means 
likely. 

We suggest that the leaders of co-operation should consider the 
possibility of welcoming the co-operation of the money lender, not only 
in the country, but in the towns, on the following terms: — 

(1) That he should become a rilember of his local society. 

(2) That after joining his society no further loans shall be 

granted by him. 
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(3) That no moneys advanced by co-operative banks to debtors 

shall be accepted by him to recoup himself for loans out- 
standing, excepting under the following circumstances — 

(a) When local directors give their unanimous consent. 

*{b) When certified by the district inspector. 

(c) That any money advanced by the society to repay a money 

lender debt shall be covered by the money lenders invest- 
ing in the society at least double the amount repaid to 
him. 

( d ) That the amount of the repaid debt shall be considered as 

a long term investment which cannot be recalled for a 
period of 5 ( '0 years. 

(4) He shall be allowed to fill any position to which he may be 

elected by the vote of the members. II is experience as a 
director or on the management staff of central or provin- 
cial bank, might prove to be invaluable and would over- 
come the anomalous position which exists at present that 
all directors represent debtors. 

(5) That he shall give his wholehearted support to liis society 

and that his experience and influence shall be unreservedly 
at the service of his fellow members. 

(6) Any recognised money lender investing to the extent of 

Us. 1,000 or over in a primary society shall be given the 
same rate of interest as the society pays on advance from 
its central bank. 

It has been suggested that the money lender has nothing to gain 
by joining the movement. This is not correct. To an ever increasing 
extent the hand of his fellows is against him. He lends without 
security. Through co-operation with the organised and unlimited 
security of the members his loans are incomparably safer. A 7 per 
cent, investment is safer for him than 15 per cent, unsecured. His 
position will he improved. His support will be welcomed and he will 
no longer be looked on with suspicion by his fellow men. 

The trend of every country in the world is towards the consolida- 
tion of interests. It is not possible for the money lender to stand 
indefinitely against this current. 

The counter suggestion that Co-operative Credit Banks will be 
endangered by making \ise of the money lender is unworthy of a great 
movement. Caution is necessary. Action dictated by fear must 
always be bad action. Provided the safeguards already suggested are 
applied, then co-operators must have sufficient faith in its abilities to 
control its own future. 

The money lender is no mean force for the co-operative movement 
to fight. Why waste endless time and effort in trying to kill him? 
Such a waste of effort is only permissible when it has been proved that 
a combination of forces for the common good is impossible. We 
suggest that this has not yet been proved because no concerted attempt 
has been made. The essence of good leadership is to secure victory 
at the least cost in capital and effort. 
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ENCLOSURE XIV. 

Marketing. 

There is one great problem before India — to increase the prosperity 
of the ryot. If this can be done then not only will the economic but also 
the social position of the country be revolutionised to the advantage 
of all. There are only two ways — Co-operation (in its broadest aspect) 

and Marketing. 

In the economics of production a factor known as the law of 
diminishing returns comes into operation. In many highly developed 
countries a point has been reached when it has become impossible to- 
increase production except at the sacrifice of profits. Before that stage 
is arrived at increased production actually reduces costs and thereby 
increases profits. This has been the line followed by most countries. 
In others, notably Canada, the grain belts of America and Australia, 
costs of production have been reduced by mass production by power 
machinery with the minimum amount of labour employed. To such 
an extent has this method developed that in certain districts of 
America 600 acres of wheat land can be cultivated and harvested per 
man employed. Progress in such a way is for many obvious reasons 
impossible in India. She must advance on the lines of increased pro- 
duction. She has hardly started to do so. There is room for vast 
development before the profits of her cultivators are adversely affected 
by the law already referred to. 

The governing factor in the development of agriculture and trade 
is demand. India has spent 115 crores of rupees in bringing into culti- 
vation 23 million acres of irrigated lands. On this land she has estab- 
lished two millions of small cultivators. No effort has been made to 
ensure them a market for their output. Their produce has aggravated 
a disease which had already been in existence — the congestion of the 
internal market. 

Ryots who have settled on the virgin irrigated soils of the Punjab 
have improved their position. It is to some extent at the expense of 
their fellow ryots who have remained on their old crop weary holdings, 
on land exhausted by countless generations of cultivators. Even the 
tillers of irrigated lands have not reaped the full advantage of their 
efforts because of the congestion to which reference has been made. In a 
country like India it is the export market which makes the price, not 
the home. If because of inferior quality, uncertainty of supplies or 
lack of uniformity, Indian export produce makes less than that of 
pther countries, then the price on the Home market is correspondingly 
less. If steps are not taken to organised export in such a way to meet 
the modern requirements of world trade, then the greater the quantity 
of produce grown in the country, the greater will be the internal con- 
gestion. This will result in increasing the poverty of the ryot, and 
then the less will not only he and his family eat of his own produce, 
but also the millions of village workers who supply his requirements. 
The trouble does not end here, industry which is dependent on the pros- 
perity of the Rural Population — 80 per cent, of the whole— will find its 
market seriously restricted. India is a country of thirty-six million 
homesteads, small in area and therefore, under the existing methods of 
cultivation, with a small output. No other country, with the excep- 
tion of China is less organised. More than any other country does 
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she require organised marketing for the following reasons:— The diver- 
sity of quality and class of produce. Almost every crop in the world 
is grown by her cultivators in relatively speaking, minute quantities. 
The amount of surplus available from each cultivator is trifling 
collectively it is enormous. The difficulties of successful marketing are 
added to by the ryot growing mixed crops such as wheat and barley, 
tn a country of such vast extent, long and heavy expenditure on rail 
transport charges has to be borne by a considerable proportion of the 
crop. Bulk transport is the only possible way to reduce this expendi- 
ture. 

Facilities for collecting and export have, it is stated by competent 
authorities, actually declined in recent years. The great export firms 
have, for instance, withdrawn their agencies from many important 
markets, particularly in the Punjab. This is remarkable in a, province 
where such intense development has taken place and where we would 
have been justified in expecting greater activities on the part of tho 
large export merchants. Mr. Owen Roberts, a well known expert on 
the marketing of wheat in the Punjab, who has spent considerable 
amount of time in investigating the position, has made the statement 
that marketing in that province is simply chaotic. We are satisfied 
from the investigations which we have made that this is not an over- 
statement. It has been stated that there is one million tons of wheat 
lying in the Punjab at present, while Calcutta is buying Australian 
wheat. It has been landed even at Karachi — a gilbertian state of 
affairs. A proposal has been made that the import of wheat should 
be prohibited. This is a lazy man’s remedy, especially in a country 
which normally exports wheat. The only sound remedy is to fight 
with modern weapons— Organised Marketing. 

Even the selling of tea would appear to be most unsatisfactory. The 
President of the Tea Buyers’ Association in a speech made the other 
day referred to the gloomy outlook in that trade — “He blamed tho 
antedeluvian methods of selling tea”. 

As the organised competition of the rest of the world is increasing, 
Indian produce is being displaced. Standardisation and organisation 
are now the watchwords in every great country. There is a determin- 
ed striving after efficiency. This is to be found with Canadian, 
Australian and Argentine wheat. Even Russian wheat is now being 
sold through one organisation. New Zealand and Danish butter has 
captured the world market because of organisation in marketing. 
This also applies to Danish bacon. Argentine meat rules the world 
market because of organisation. South African, Californian, and 
Canadian fruit growers are entirely dependent for their export trade 
on the efficient methods adopted by these respective countries in placing 
the fruit on the world’s market. To such an extent have nations 
interested themselves in organised marketing that in Ireland. Denmark 
and Holland eggs are now refused an export license unless they secure 
the Government hall-mark of quality. 

During the last decade grading in western countries has become 
almost universal for all products. Canada was the first country to 
standardise grades. For many years her wheat has been sold on the 
exchanges of Winnipeg, Chicago, London, Rotterdam and Hamburg to 
the extent of millions of pounds a day on the declared grade quality 
which is rarely challenged. A bushel of wheat has on the exchanges 
a world market and can be transferred as easilv from hand to hand 
as sterling money. Good quality Indian wheat is as good as Cana- 
dian. It is hardly necessary to ask what its position is in the world's 
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market. This arises not only from the mixture of various qualities 
•of wheat but also from varying amounts of sand. We are informed 
that 5 per cent and even more is a common average. No country can 
afford to pay freight charges on exporting grit. In dealing with large 
■quantities of agricultural produce, this in itself amounts to a severe 
handicap. And even greater is the difficulty of ensuring steady and 
continuous supplies. Wheat, for instance, is of little interest to large 
flour millers unless they can be ensured of stated quantities when 
required. Milling is now a highly specialised and technical trade. 
The miller sells his flour as the Canadian producer sells his wheat-— 
on standard quality. It is only in this way that the miller can retain 
his market. The baker also must know exactly what grade of flour he 
is buying. To enable the miller to give this guarantet, the proportions 
of various grades of grain used by him must be definite. Adulteration 
of grain and other produce which is so frequently done by the trader 
and the ryot in their endeavours to increase their meagre profits, 
merely adds to the ultimate difficulty of securing the best price. The 
ryot and the collecting merchant try to deceive each other. The col- 
lecting merchant and the shop-keeper do the same. The shop-keeper 
in his endeavour to secure a profit, adulterates the food which he sells 
to the consumer. In the aggregate the profits of the innumerable 
number of traders must be very great. Individual profits are small as 
they always are where there is a teeming population as in India. The 
fight for a bare livelihood will always bring forward sufficient com- 
petition to secure to the ryot a price that will leave the country trader 
with a very small margin. It is not the excess profits of the traders 
that the royt has to complain of and suffers from, it is the hopeless 
inefficiency of the. whole system. 

During the course of the discussion at the meetings of the Central 
Banking Enquiry Committee, the decline of the Indigenous Banker 
has been referred to. Competition from the Imperial Bank, the big 
Exchange Banks and the Joint Stock Banks has been stated as the 
reason. 

The decline of the Bill Market has also received attention. The 
reason given has been — 1, Stamp Duties. 2. Cash Credits. The Bill 
Market can only operate successfully if there is a free sale of goods. 
When goods become sticky and difficult to clear, bills become danger- 
ous. Careful consideration should be given to this phase of the prob- 
lem. In our opinion, the decline of the Indigenous Banker and of the 
internal financial organisation of the country is partly due to ante- 
quated methods of marketing. The Indian merchant operating on an 
internal market congested with goods which do not meet a ready export 
sale is a bad bank client. The banker, the merchant and the ryot 
all suffer. As the position of the latter (80 per cent, of the population) 
becomes more difficult it reacts on the trade of the country. It is only 
by the ryot manufacturing goods for which he finds a speedy and profit- 
able sale that the real wealth of the country can be increased. The 
troubles of the Indigenous Banker and the ryot arise, to some extent, 
from the same cause — marketing in which there has been no change 
foil countless years. 

Internal congestion not only disorganises the money market, it 
results in what must collectively be an enormous loss in the actual 
waste of produce. The holding up of goods in small parcels, even 
under the best conditions of storage, results in serious loss. It takes 
place in the wheat stack of the ryot, in his store and in the pit or 
•store of the small trader who collects the produce. Every, hold up 
along the line of distribution means waste of time, waste of credit. 
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increased transport and storage costs. Even in England where wheat 
is stored on farms unthreshed in large ricks, the wastage between the 
months of September and May has been estimated at 5 per cent. ; it 
must be much greater under conditions such as exist in India. I sug- 
gest that, if the loss from this cause alone could be estimated, it would 
shock the Nation. 

Until India can improve her position on the world’s market, she 
must remain a poor country and banking can never make rtal progress. 
Banking follows trade, it does not lead trade. Banking develops as 
the country does. It cannot be made without trade. Trade cannot be 
made without goods. Goods are worthless unless they secure a market 
During a boom period antiquated methods of production and sale may 
suffice — goods of whatever quality will find a market at some price. 
In times of depression it is a hopeless task for the merchant to selT 
inferior ungraded goods on the world’s market at anything like a 
reasonable price. 

Dr. Trip in his memorandum on the Money-Market has pointed 
out how a well developed system of warehouses could assist the credit 
position of the country. They "would not only expand credit. They 
would he of enormous assistance in the reorganisation of marketing 
These warehouses would form the nucleus for the centralisation of pro- 
duce. If they are to be made use of then there must be some authority 
to organise the trade. The experience which the Punjab Government 
has had in erecting a wheat elevator is a sufficient proof that to do so 
without the co-operation of the various interests will merely result in 
the building of stores throughout the country which will never be made 
use of. Not the least important of the many duties of the Marketing 
Board which we propose should be established would be to pull the 
various interests together for this purpose. 

The establishment of co-operative marketing will in such a country 
as India be slow. It will, however, be one of the duties of the Market- 
ing Board, in consultation with the co-operative authorities, to assist 
and support the promotion of co-operative marketing. It is more 
necessary in a country of small holders than it is where farms aro 
large. The smaller a consignment for sale, the more hands does it have 
to pass through before it meets the export trader or the large wholesale 
merchant and the greater is the loss to the ryot. He must be persuad- 
ed to centralise his produce. There is only one way in which this can 
he done — to prove to him that when he does so he is going to meet a 
better market for his goods. If co-operative marketing can be estab- 
lished another great advantage will result. It will enable the produce 
of the country to be used as security for the provision of cheap credits. 

In one of the Provincial Committee’s Reports it is suggested that a 
Marketing Officer should he appointed under the Registrar. This sug- 
gestion is only trifling with a part of the economic structure which is 
of supreme and vital importance. The only attempt which is being 
made at the present moment by Co-operative Societies in the marketing 
line is to establish Commission Shops in the local market. These shops 
act as agents for their members. They sell in the local market, under 
exactly the same conditions as other traders. The management is not 
more efficient. It is indeed perhaps inferior. It is claimed that by 
this means a cultivator may save half a rupee per maund in commis- 
sion. This may be of some benefit, but it only touches the vary fringe' 
of this great problem. The congestion of the internal market is left 
exactly as it was. During our tour throughout India we saw two co- 
operative marketing agencies. One of these was in Madras, it is called 
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the “Triplecane Co-operative Society”. This is a small trading society 
buying from farmers or in the wholesale market and selling to con- 
sumers. The Management informed us that they find great difficulty 
in making progress owing to the impossibility of securing adequate 
commission on the sales. The Managing Director of the Society stated 
that profits were exceedingly low, the average in the retail trade being 
6 per cent. If these figures are correct, then the costs of local distri- 
bution under existing organisation are low. It is difficult for any 
retail co-operative society to make progress under such conditions. The 
other organisation which we saw in operation was a Commission Shop 
in the Punjab near Lyallpur. The Management in the latter case was 
inefficient. Book-keeping was elementary and there was difficulty in 
explaining the book debts. For the size of the business they were ex- 
cessive. Co-operative Marketing is not worth doing if existing 
methods cannot be improved on. If it is to be of any real assistance 
to producers in India, then the whole problem must be tackled on 
entirely different lines. The co-operative movement throughout India 
has no clear line of advance. It is uncertain as to its future procedure 
with regard to marketing because it has no clear understanding of the 
goal to be aimed at; There is only one — clearing the line of surplus- 
goods. 

At Rothamstead Experimental Farm in England there is one plot 
of land which has been devoted to continuous wheat production for 
about half a century. No manures of any kind are applied. The 
yearly output has become static at about 12 bushels or 750 lbs. per acre. 
The impression is that production at this rate can go on indefinitely. 
The land is by no means naturally rich. If Indian production was 
raised even to this level the increased revenue would, in terms of wheat,, 
be £112,131,000 per year or 168 crores of rupees. If increased produc- 
tion in more valuable commodities were considered, then the increased 
wealth would be much greater. By improving the cultivation and 
qualities of cotton and sugarcane, then the increase per acre would 
be distinctly greater. The possibilities of increasing the production 
of sugar are almost illimitable. At the present moment spasmodic- 
efforts are being made to establish mills in various parts of the country 
but no co-ordinated and organised effort is being made. There is 
another form of production for which the soil and climate of India 
are particularly suited — fruit — there does not appear to be a single 
fruit which India cannot produce with great perfection. Many large 
tracts of the foot hills of the Himalayas are, we arc informed, ideally 
adapted for the cultivation of the more temperate fruits. The warmer 
regions are equally well suited for tropical fruity including mangoes. 
California by organised marketing has brought vast wealth to her state. 
In 1877 one car load of citrus fruit was shipped from that state, now 
approximately 60,000 car loads are being shipped annually. Other 
classes of fruit have made similar progress. The value of the citrus 
fruit exported now amounts to 80 million dollars per year. The value 
of the timber required or packing boxes is 6 million dollars — an 
industry in itself. This would have been utterly impossible but for 
organised marketing. Experts inform us that the soils and climate 
of many parts of the irrigated tracts of India are comparable to 
California for fruit production. More revenue per acre can be deriv- 
ed from fruit than from any other class of food stuffs. It is only by 
concentrated effort through bulk marketing and standardisation of the 
product that Canada and South Africa have also succeeded in captur- 
ing their share of the world’s market. In this one line of produce- 
alone a very large increase could be made in the agricultural wealth 



in India. Even in England where considerable attention has been 
given to fruit culture in recent years, in certain districts specially 
adapted for fruit, the value of the land has increased from £20 per 
acre to £100 per acre: the gross receipts have also increased from £8 or 
JCIO per acre to £100 per acre. In some cases this figure has been con- 
siderably exceeded. 

All these possibilities are open to India, but it is only by concen- 
trated effort that these vast avenues of wealth will be made available. 
Money as is well known to the Banking Committee breeds money. 
There is no single reform that is more likely to revolutionise the eco- 
nomic situation in India than by increasing the products to be derived 
from the soil and thereby increasing the wealth of 300,000,000 people. 
It is one of the greatest economic problems in the world. There must 
be no shirking responsibility however great the task. 

It may be said that the organisation of fruit cultivation in India 
is purely agricultural. To produce fruit or any other commodity 
before the market is assured will merely result in the fruit rotting on 
the trees as, I am informed, it has done in the northern Punjab for 
the last 2 or 3 years. Fruit growing countries have been compelled 
not only to effect organised marketing but also to establish canning 
factories to make use of surplus crops. California is supplying the 
world. Why should India not have her share? 

The question of organised marketing is of greater National import- 
ance than that of Rural Credits. To supply credit requirements of 
the ryot is important, but as we have pointed out in a previous memo- 
randum it is not so much so as it is to cure the diseases from which 
the indebtedness arise. One of those is the low average production of 
the cultivation. Production can never be stimulated until the tyot can 
secure a free and sure flow for his surplus produce to the world’s 
market. It is only by the development of the external trade of India 
that she will ever take her place in the world of trade and commerce, 
which her vast wealth in land, population and climate would justify. 
Her agricultural possibilities, under a proper organisation, are 
amongst the richest in the world. Her resources at the present 
moment are only being scratched. 

Indian handicraft for which the country is pre-eminently famed 
would derive great benefit from a Marketing Board. If advantage 
were taken of the world demand for the innumerable articles which her 
workers produce, the output could be greatly increased. There should 
be an Agent and Show Rooms in every great capital in the World. It 
would be the duty of a Marketing Board to organise the various handi - 
crafts in such a way as would enable the trades ultiihately to bear the 
necessary expenditure. A small levy on the goods sold could be arrang- 
ed for. (German cottage Industries are organised into guilds for this 
purpose and through them their manufactured goods are marketed 
with great efficiency and with great benefit to the members. Indian 
workers are amongst the most skilful in the world. The possibilities 
of improving their position by this means alone are illimitable but it 
is necessary that some authority should be responsible for organising 
the crafts. 

I shall not attempt with the exception of jute to make detailed sug- 
gestions as to what procedure should be adopted for the various com- 
modities which India produces. This can only be done after a most 
-careful and detailed investigation and in consultation and close co- 
operation with all the interests involved. There is only one way by 
which it can be accomplished— -by the establishment of a Central 
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Marketing Board under a reconstructed Ministry of Agriculture. We 
suggest that this ministry is the proper authority because it is agricul- 
tural and Rural production for which organisation is most required. 
In order to co-ordinate the interests of the Provinces, the Board should 
consist of one representative from each. The chairman should bo 
executive officer appointed by the Central Government. It is essential 
that he should understand modern trade and marketing requirements. 
Sub-Committees representing the various interests would be appointed 
by the marketing department and would act in an advisory capacity. 
The marketing of every class of product would have to be carefully 
investigated. The Board would require an adequate staff, with pos- 
sibly, a branch in each province, at the head of which would be an 
assistant working with local committees. It shall be one of the main 
duties of the Board to make a survey of the conditions which govern 
the sales of the various products, from the ryot to the final market. 
Present costs of distribution will have to be known and the possibilities 
of not only improving existing methods but of discovering new markets 
must be gone carefully into. Each class of product will have to be 
taken separately. The problems affecting grain are, for instance, 
entirely different from cotton. Even the various classes of grain may 
have to be considered separately. To secure a speedy sale for wheat 
from the producing areas to the consumers will require special con- 
sideration as compared to barley and maize. A start has already been 
made in the Bombay Presidency and to a lesser degree in the Punjab 
with cotton. It should be the aim of the Central Marketing Board to 
secure in every Province the standardisation of cotton on such a basis 
as would enable it to be sold to manufacturers on its grade mark as 
Canadian wheat is. The ultimate goal should be the development of 
co-operative marketing in such a way as to enable cotton growers 
through sales associations to conduct this business on their own behalf. 
Growers of tea in India, Ceylon, Sumatra and Java have within the 
last year arranged for a limitation of their output in the hope that 
this will enable them to secure better prices. We suggest that the 
attempt is foredoomed to failure unless growers are also prepared to 
organise the marketing of their product. Oilseeds, tobacco, fruit, tea, 
sugar, wool and hide, all these and many others will only yield to 
treatment after close investigations and determined effort is made by 
a Marketing Board. 

These are only a few of the many tasks which it will be the duty of 
the Board to undertake. I am dealing with the marketing of jute in 
another paper. 


Proposed Jute Control Co-operation. 

In recent years attempts have been made to control the price of 
rubber, coffee and wheat by different methods. All have failed for 
reasons which are well known. 

Jute is the only crop of any magnitude which under existing condi- 
tion, lends itself to such a form of control as would ensure a stabilised 
price to the grower. Many Indian economists have pointed out that 
it is a monopoly and that therefore it should be possible to secure to 
the producer a paying price. If it is a monopoly to India, then this 
ought to be possible. There is reason to believe that it is. Attempts 
have already been made in Java to establish the crop there, and also 
in America and West Africa, but they have failed. It would be diffi- 
cult to imagine a more suitable country than Java— the climate and 
soil in parts not dissimilar and cheap labour. In any case it is not 
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grown in any other part of the world, though it has in the past been 
a paying crop of great value. There is, therefore justification for 
believing that so far as the producer is concerned it is a monopoly 
crop, as long as the price is not raised unduly. 

There is also some ground for suggesting that the manufactured 
article has to a considerable degree a monopoly. There are only two 
products in competition with it— hemp and paper. The former costs 
several times more and is too expensive to enter into competition with 
the ordinary jute product. Paper, up to the present, is only in com- 
petition with jute for cement bags, and the demand for jute would 
only be endangered if monopoly powers were used to raise the price 
unjustifiably beyond an economic figure. But it is no less possible that 
a well equipped research association could discover other purposes, as 
yet unknown, for which jute could be used. 

It is possible with jute to regulate production. Further all exports 
can be cleared through two ports— Calcutta and Chittagong. 

To enable control to be effective, it would be necessary to take the 
following steps — 

(1) A juto Corporation shall be established, with powers to fix 
prices for the raw material, to eliminate unnecessary costs 
of distribution, to control output and, if necessary, to 
undertake distribution and effect all payments. The capi- 
tal of the Corporation shall be held by the Provincial Gov- 
ernments in jute growing areas in pioportion to the 
average areas grown. The management shall be vested in a 
directorate representing the various interests involved. The 
constitution of the Directorate shall be as follows: — 

(1) Overseas manufacturers — Two representatives for Europe 

One representative for America. 

(2) Indian Jute Mills Association — Two representatives. 

(3) Calcutta Baled Jute Association — One Representative. 

(4) Calcutta Jute Shippers Association — One Representative. 

(5) Calcutta Jute Dealers Association — Two Representatives. 

(6) Bengal Jute Association — One representative. 

(7) Directors of agriculture to represent the cultivator. Five- 

representatives. 

(8) Representative of Banking interests — One. Full executive 

powers shall be vested in the Directorate. 

Note. — The interests of the producer will be fully safeguard- 
ed by the Government holding the entire capital of the 
Corporation and having the power to dissolve the Cor- 
poration in the event of monopoly powers being used 
adversely. 

This is merely the outline of a scheme for stablisatioji of prict and 
control of production. If the producer and the business interest are 
ready and willing to contribute the Share Capital, then the Govern- 
ment share may be diminished as the other interests increase the Share 
Capital. 

If the constitution of the Board is not suited to local conditions it 
may be examined and modified suitably. 
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Prices shall be fixed in advance in consultation with the various 
interests involved. Manufacturers and export balers (on behalf of 
their clients) shall be bound to purchase all their requirements through 
the Corporation at the stated price. 

The Corporation shall be responsible for all surplus jute and shall 
withhold same from the market unless for purpose which shall not be 
in competition with the manufactured Jute fabric. 

Producers shall be formed into local associations, which shall be 
co-operative societies and subject to the rules and regulations of such. 
They shall be responsible for the collection and transport of supplies to 
local depots. The collecting associations shall also be responsible for 
distributing all payments to their members. 

At each local depot the representative appointed by the local asso- 
ciation shall take over the jute by weight from the members. It sl^all 
then he handed over by him to the bepari, Each lot to be moved and 
kept separate. The bepari shall be responsible for delivery to the 
Central Depot as taken over by him. Each individual parcel shall be 
reweighed and priced under the existing system. The final price to 
the grower shall then be determined and credited to his account. 

Payment of 75 per cent of the price fixed by the Corporation shall 
be made to the association on delivery and weighment of the jute to the 
local depot. The balance shall be paid when taken over by the central 
depot purchasers after assortment. 

Each association shall keep an exact record of output of all members 
and of the acreage of their holding. They shall employ a competent 
manager. The records of the associations shall be regularly inspected 
by officials of the Corporation. The Corporation shall have powers to 
•settle all disputes. The association shall limit or increase the output 
of each member pro rata according to the requirements of the Corpora- 
tion. 

Each consignment received by the association from its members shall 
be weighed and marked at the point of collection. 

It would be advisable to use the existing channels of trade, as the 
agents of the Corporation on a commission basis. Agreements to be 
•entered into for stated periods. 

After the raw material is in store it is a matter of ordinary business 
routine to supply, by whatever channels are decided on, the require- 
ments of manufacturers throughout the world. Existing storage capa- 
city shall be made use of. It may be found necessary to erect extra 
accommodation for the handling of surplus jute. Manufacturers will 
have nothing to gain by refusing to take their years supply, to the 
limit of their storage capacity, whenever the material can be despatched 
to them. 

Manufacturers shall notify the Corporation of their requirements 
at the beginning of each season, and shall be bound to take the amount 
specified. The difficulty of financing the season’s requirements by the 
Corporation would largely disappear. Jute at fixed prices would then 
lie recognised as a safe security. The banks as at present could hold 
a lien on the goods. The banker and the manufacturer should there- 
fore welcome the proposal of fixing prices, as it relieves them both of 
great uncertainty. Manufacturers, having been relieved of existing 
speculative risks in purchasing their raw material, would be in a posi- 
tion to devote all their energies to improving their technical and sales 
organisations and to reducing their costs of production. It is well 
“known that the speculative risks of purchasing requirements of raw 
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materia] are a distinct handicap to manufacturers. The retail price 
of the manufactured article would not be influenced to any appreciable 
extent by the difference of say four rupees per maund on the raw 
material. 

It is not inconceivable that under proper organisation material re- 
ductions could not be made in the cost of distribution. 

The yield of jute in Bengal in 1928-29 was 43,000,000 maunds and its 
value at 9 rupees was £29,000,000. In 1930 the average price was 
about Rs. 4/4 landed Calcutta. It has been calculated that the cost of 
distribution is Rs. 2/8/- per maund apart from speculation and profits. 
One rupee per maund means £3,250,000. It is unnecessary at this stage 
to enter into further details with regard to the distributing organisa- 
tion which should be set up. It is merely a matter of sound business 
organisation and efficient accounting. The magnitude of the control 
need not prejudice the proposal. 

The greatest difficulty will be found in the control of the crop out- 
put, but it is by no means insuperable. The allocation can be based 
on the previous output of the ryot. Restriction is no hardship where 
land can be used for growing other crops. Where other crops cannot 
be grown on, it is calculated at 45 per cent, of the land, the ryot can 
leave a small proportion of his land fallow. A certain income from 
jute is of much greater value to him. legislation would be necessary. 
Powers would be required even to the extent of refusing to allow any 
but recognised growers to cultivate the crop. 

Surplus in any given year of 50 per cent, need be no serious handi- 
cap. A considerable carry over is indeed necessary and is doubtless 
the ordinary practice of the trade. Gladstone once said that “Faint 
heartedness was the master vice of the politician.” If it can be proved 
that the economic difficulties are not insuperable, then the benefits of 
such a scheme to the Indian ryot, and perhaps to the world, are such 
that however great the administrative difficulties it should be put in 
operation. 

The existing methods of distribution are : — 

1. The Cultivator. 

2. The Faria and Bepari. 

3. Merchants (Marwaris and European.) 

4. Mills, balers and shippers. 

There are only three grades — 

1. Standard (1st quality). 

2. Lightening (2nd quality). 

3. Hearts (3rd quality). 

The variation in price is approximately as follows — 

When 1st — Rs. 30 per bale. 

When 2nd — Rs. 27 — Rs. 27/8 per bale. 

When 3rd — Rs. 23 — Rs. 24 per bale. 

The greatest difficulty in establishing a successful jute control will 
probably arise from the taking over of existing stocks apart from the 
growing crop of the ryot. The whole position must be very carefully 
investigated and a decision arrived at as to whether it would be suffi- 
cient to leave them for disposal through the ordinary channels of 
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trade. If control is confined to the crop in the hands of the cultivator 
then there will be considerable speculation in the stocks held by the 
merchants and traders.. If the present level of prices is taken at 
four rupees per maund, merchants would hold up the stocks against 
the price that is fixed for control. They would receive a gratuitous profit 
of — say Rs. 4/- per maund if the price was fixed at Rs. 8. This would 
result in many millions of pounds being made by the merchants 
without any risk to themselves. Moreover, the merchant in holding 
up the stocks for a rise would disorganise the demand through control. 

It may, therefore, be necessary to take over existing stocks. It has* 
been suggested that in order to overcome the difficulty of the manufac- 
turer having made forward sales contracts — that he should be 
allowed a six months supply of jute. In the event of any manufacturer 
having any more jute in stock, the samples should be taken over by; 
the Corporation. In the event of any manufacturer having less than a 
six months 7 supply in hand, he would be given the balance at the price 
jute is taken over by the Corporation from the merchants. Manufac- 
turers who refuse to hand over any quantity beyond a six months 7 sup- 
ply would be informed that if they refuse to do so control prices would 
be raised against them to the extent to one to two rupees per maund. 
A fair profit would be allowed to the merchants on the stocks in their 
hands, and all stocks would have to be declared. 

It has been suggested that the f arias and the beparis would with- 
hold stocks of jute in their hands to hand over to the Corporation im 
the following year’s crop at enhanced prices. It may be that a com- 
paratively small percentage of jute could be manipulated in this way, 
but all traders will be licensed and the Corporation will have power 
to cancel the license of any merchant or trader who does not compljr 
with the requirements of the Corporation. Farias and beparies must 
also declare their stocks. In the event of any bepari endeavouring to- 
manipulate his supplies, his license would be withdrawn. The right to 
withdraw a license gives the corporation great powers. It would 
mean that in future the bepari would be out of business. The stocks 
in the hands of the bepari which could not be traced would amount 
to a very small percentage of the whole. As the Corporation will make 
a considerable profit on jute taken over, the financial stability of the 
Corporation would not be effected by a comparatively small propor- 
tion of illicit stocks having to be taken over in the following year’s 
crops. We are informed on good authority that old jute can be spot- 
ted with comparative ease, if so, farias and beparies will run great 
risks. They will probably find that it is not worth their while. 

Payments to the cultivator will be made in the following way — 
Associations as we have already suggested will be established to which 
will be attached groups of villages. One cultivator from each village 
shall be appointed to the Committee of Management. A Secretary 
Manager shall be elected by them and shall be their paid servant. Ho 
shall be responsible for keeping all books and transacting all corres- 
pondence between the corporation and the society; he shall be respon- 
sible for organising the collection of jute on given days. He shall 
also be responsible for supervising the area of jute grown according 
to the requirements of the corporation. Each member of the Commit- 
tee shall in his own village assist in arranging the allocation in the 
village. 

When a crop is ready for delivery, the Corporation will fix three- 
collecting days during the season for each association, the jute will be 
taken by the cultivators to the appointed depot. It shall be weighed' 
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in the presence of the Manager and at least one of his Committee and 
the btpori or faria , whose business it will be to convey the jute to a 
central depot. Each consignment as weighed will be labelled with the 
name of the grower. The weight shall be invoiced in the books in the 
ordinary way. A servant of the Corporation or preferably of the 
bank will attend each collection with cash in hand. As each lot of jute 
is weighed and taken delivery of, the grower shall receive z cash 
payment of 75 per cent, of the fixed price. 

The bepari shall be responsible for delivering the jute as taken 
over by him to the central store. A responsible official of the Corpora- 
tion shall then re-weigh each consignment and price it for quality ac- 
cording to trade custom. The remaining percentage due to the culti- 
vator shall be paid to him on the next day of collection. At the end 
of the season any balance due to the cultivator for his last consignment 
shall be sent to the Committee of Management of his association for 
distribution amongst the members. 

It has been suggested that this method is not possible in practice 
because of the magnitude of the task involved. We shall examine it in 
-detail. 

In the 1921 census the number of population supported by jute agri- 
culture is given at 4*2 millions. For the purpose of calculation let us 
.assume that \ of that number are cultivators; this gives us one million. 
Let us make a further assumption that there is an average of 20 culti- 
vators in each village (the average number we are informed on good 
-authority is considerably more) and that the average number of vil- 
lages which could be formed into a jute collecting depot would be 20, 
we have therefore to deal with 50,000 villages and 2,500 selling associa- 
tions. Allowing for 3 collections and 3 bank assistants at each collec- 
tion to do the necessary book-keeping and effect payment, a staff of 
five or six hundred would be ample. I am informed on the best of 
authority that the banks could provide this staff with ease and that 
insurance of the money in transit could be effected at a rate of 3/32 
per cent, 'a trifling charge. 

Apart from all other considerations, any schemes that would enable 
the cultivator to handle the actual money which his produce realises, 
is deserving of the most serious consideration by all who are interested 
in his welfare. Credit Co-operative Societies might eventually take 
over the work of payment, but this would take some years ; the actual 
collecting associations w'ould be run as co-operative societies though 
formed compulsorily, hut in the initial stages it would be advisable co 
pay over the monies direct to the cultivator as suggested. 



APPENDIX II. 

Names of all Banking and Loan companies registered under the Indian Companies* Act, now working in the various 
provinces in India, together with figures of Capital, Deposit and Dividend (vide paragraph 32 of Report). 
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Rate of 
dividend 
paid 
during 
the last 
year for 
which 
informa- 
tion is 
available. 

7 

o' 6^ ^ 

<N <N 05 

* rs : : : 

* % 

Deposits. 

6 

Rs. 

459 

Nil 

2,957 

14,793 

5,47,485 

117 

(a) 

18,44,524 

4,764 

30,559 

Reserve 

fund. 

5 

Rs. 

Nil 

Nil 

> 6,820 
10,175 

(a) 

” 1,140 
[1,000 

Paid up 
capital. 

4 

Rs. 

16,695 

6,445 

6,390 

3,420 

68,675 

1,16,000 

30,000 

20,100 

1,00,00,000 

9,72,020 

17,923 

24,782 

' 

Subscribed 

capital. 

3 

Rs. 

16,695 

7,770 

17,240 

3,420 

68,675 

1,31,000 

30,000 

37,750 

2,00,00,000 

20,00,000 

49,550 

31,840 

- 

Authorised 

capital. 

2 

Rs. 

1,00,000 

50.000 

1,00,000 

20.000 
1,00,000 

10,00,000 

1,20,000 

1,00,000 

3,00,00,000 

25,00,000 

1,00,000 

50,000 

Name of Company. 

1 

MADRAS. 

Abhya Bharati Bank of India, 

Ltd 

Adi Dravida Kashta Nivarthi 
Co., Ltd. ••• * 

Agricultural and Mercantile 
Bank of India, Ltd. 

Ambur Baratha Bank, Ltd. . 
Anamalai Union Bank, Ltd. . 
Andhra Bank, Ltd. • • 

A. V. Bank, Ltd. . 
Arunachaiam Bank, Ltd. 

Bank of Chettinad, Ltd. 

Bank of Hindustan, Ltd. 
Bapatla Mutual Benefit Cc., 
Ltd. . . • • 

Bharata Bank, Ltd. « • 

Serial 

No. 

f-4 <M C5 ^ *5 <0 00 05 O «■* *5 

I— 1 :-H rl 


(a) B&nk is a private company and hence no information. 
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*The bank is now converted from a private company into a public company with an authorised capital of Rs. one lac. 
. i a Baluchistan and Coorg there are no registered banks. 
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diate and long-term should be according to the period rather than accord- ('ll 

ing to the purpose (para. 127). 
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Village Panchayats and Co-operative Societies . — The Committee have pointed out Tin-, recommendation is 
the urgent need for the creation of village panchayats in all the villages 
selected for the campaign of rural reconstruction at the commencement, of 
operations, and have recommended the establishment of co-operative societies 
not only for providing credit and investment facilities, hut also to perform 
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lenders 7 co-operative societies, lending to primary societies in the neighbour- 
hood and not to individuals (para. 302, also 475). 

217 The co-operators should carefully study the village moneylender and his methods No remarlts. 
and utilise his knowledge and experience to the best advantage (para. 303, 
also 474). 
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Those chettiars who accept deposits payable on demand should make provision This recommendation is supported, 
for liquid resources in some way less likely than their present methods to Compulsion by legislation is not 
become useless in a crisis (para. 518). however recommended. 
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Efforts should bo made to mend and not e-nd the indigenous hankers. The follow- 
ing lines of advance are open and it is for the bankers to decide by which road 

and at what speed they will move (para. 459): — VThis is dealt with in our report (paras. 

(1) The transformation of indigenous bankers into private limited companies 140-146). 

(para. 460). J 
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II the moneylender by his own act piles up compound interest at such a pace No remarks, 
as would make the result after a few years oppressive and unconscionable, 
relief under the Usurious Loans Act would certainly be justifiable (para. 311). 
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The real defects in the Usurious Ldans Act are incurable unless a body of licensed This recommendation is not supported, 
moneylenders and an association of indigenous shroffs, who shall get their 
accounts audited: and who should be free from interference by the law courts 
in the matter of rate of interest, except at the time when repayments are 
actually made, are set up on the lines suggested (para. 179). 
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The licensing of moneylenders is not recommended (para. 217) .... This is dealt with in our report (para. 

122 ). 
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ignored as a consequence of adopting the last recommendation hundis should | 
be excluded from the operation of the new act (para. 686). J 

The protection given to bankers by section 85 of the Negotiable Instruments Act, The matter requires examination by the 
1881, should be extended to include endorsements subsequent to that of the Government of India, 

payee (para. 687). 
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The post office should not ho employed for lending out its surplus funds (para. We agree. 

231). 

BENGAL. 

Existing facilities for the purchase and sale of gilt-edged securities . — Tn Calcutta, We doubt whether any practical action 
different classes of industrial securities, which are now ordinarily dealt with in this matter is either desirable or 
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Government’s borrowings should be arranged principally to suit the smallest in- We do not agree, 
vestors and the banks and insurance companies (para. 646). 

A National Thrift Committee should he established (para. 647). This recommendation is supported in 

principle (para. 667). 



r^4J St 

Op $ - 

as <a -p 


t 3 © e‘-» 
-Pr; £*<-•: 

-fl 2 ’«? 3 | 

c“c& ! 
■2 g'“ g-i 
sgsh! 

BtJS. 2 ' 
# <e < 
a o.-s - 

Js © P . 
G<~> tom”. 


TI-SS 

45 C C5 
0 < 

o ^ a *© 

a tfj p 

£ cs -p ce 
& 2 w) 

S 52 t 

-P 

O P5 w 

S S ©*“ 


^CO: 

O (Tj N_ 


^ *0 £ ^ rt4J g P rg <£> . © S 

»si«s**»*n»ii': 


© ©43.5^ o'© a ».S „*_§ 

fl a c . 5 *p ^3 © © © o a —- 

r* P P fl on 3 >} A ®-rl^ J g fl T? 

ra ^ ■♦» © © 4 ? 4 j 73 © fe 5 2 - © *-}*-3 

©-H-a-ts © ton © © p .2 g-£W w fl 

§•!•►— °--a.^-g 1^ *"-g«g &g‘S g-S 

^■°°.if . '.asssasl ®P -oS-P 

© a P © *■© rn ^'2 k<p S ^ C 

^■"'g gpCT3 p-3-S $0° fl « jj J o 8 g 
4,3 o,tC g'S-S* a W" o-S^ja^ o 
52 J** o.2 -g S,o>.2 cs 

~ O ° P'S ^ MlO, ‘S A 'S . QrC+> «, 


w w >h m h" C 

tjo* c* a p _» #n o fl w o 

.3 « g p a o £ S ° S “ 

g- s ^.s gS-^S'gJS'g 

h ^H&°§ |©<S g 8 g 

•$ rt ur^'S^pQ © 8 


p a ., © g . 

S^o £ j= ' 

r o r on . 


o.s-g a».s « 
•St.-S'5-sS 

- ^ C ^ ^ O Sm © :> fl'* 


Stj m S. 2 .&© 4 * © a'o 
^ « cS w S O.g °^CC 5 


S' © « d w © 

- a W) 1 o bC © ^ 

s « ° a ^ o 


.■§°-g:i®§3^ 

oio'H'S fe s-e-e.a 


Sag3°® o-ag g-g 
3 S ”i3„ § P.S 2 i-S 


n cfl bt^ g ® Z^Sii S" ►.£■£? 5 

©OflfiPbO©©© A ^ 2 2 ^ rt ^ 

^^'&‘.i 3 fa ©p'Abp 9 ■2 2 £<-© © 

^=|s^ a =-2||j§fl <a Q^iE 

~ ® S >-g ”% 0 'S « * „f So 

.5 g« ce--* © 4S a 2. 

iSfl-glsSlj^^flailS. 


5 

•p ^^ © 


e ft > 

Tip S rt 
£ h « w 


»o p^© a u P^s , pH u ® p a 

; g- o!-H 4) v rf, a u m -p 

sSa-sliSipf^-aaigl 

! e M'S c © o mo fe — ffl 


■w.S jd ® “a „ _ 

g|l^l| s ' 5 


^-g fl d a^« M? %*> 

!§g£i-i a ^'3^ 

POr'mQjOCJ P • ^ fp 


|SS« ■g.Si-SrS’ai'S 

! S I'S.’S 3 fl.2°« ° 

i Sw g g*| § s e 

-.s ' 13 « c 2 8-8 

j g (3 -P 43 &I 


o|® rt g§§g^fl^'5go M 2 S gi 
SaEFoo-2 gs-2 «s-g.S 

« 2 « ’§ -p ^ t£ o ©tj-^ Sc'i d 2 S § gr 

2 fe Sju ? I § ©^ |h‘ 

^o 2SSo> r oM8<95'^a°' D 

^ « -a 

E-t H 


g'g^ © g g £-3^ a ,pH 

ai©£&°p^ 

+j 4 ) a o .ap w rS©o©J 2 

8 %/S^ § 2^ C 

. ^ O -p l -P 43 rfl i«Cl 22 U -P 

rt 2©^Sgga^^^-|g 

o z ©©©PcL,a y T»© 


3 “5 £ 

5° 

^atts © g ^ 

'SSS'°2^ 

2 C3X H cS o 

J-4 W R X 

© § o'© 

. CO © o 40 o 
2 ,pH 

§ 2^ “ «-g 

J ®.S ®5 

1/3 l 5 rr- ^ r 0 

P ^ p nj 

-p © « 2 -P c 

*s © 2 

o ri © Q 03 a 


8 ej 05 CO hq 

sg's«*l« §8 


i U " 4 -c _3 CJ (. 

i«2 o 


.-3 e.f 


a z2 fe cs ro ,xl r 

.5^ 2 « ft .ta^ 

f-H 0 a in c 

J 3 B_S Cr ?r£S * 


g.-3^ a- 

i .§ S 8^ S ^ g S S 

! g*^1^6fe 0 |g 

Tj w 0 H< sl 0 ©O 

4 a ©-^-p °*ap © a 

5 • rt a C ^rfl O tn 43 © 

>•1 gJT'icS c^-o i* 

a 2 tS a a _ m 2 
5-P fl^H+s'S-PO © «* 
5 p A © ^ ^ fl<^ ^ 43 

»S' s 5S2>sS^ 0 a 
0 " ® g «Z 5 -S § § 8 

o at! I-S ^ § 


?1 

Ci 


d 


3 




895 


tj 

0 

p 

p 

O 

o. 

a 

3 


s 

o 

’-3 

TO 
TJ 
3 . 
0 © 

si 

d.sr 
g a 

O rj 
0.3 
© p 

^ a 


©“ 

43 

H 


03 

P 

O 

P* 

a* 

53 


03 

■g 

O 

cw 

a 

3 



o 

3 

.05 

fl 4) P 

w 

o 

TO C 3 4-1 P 

3 

gs 

, k2 §°° 

o 

p 

rf 

03 

3 

0 

o 8 

03 3J 

rt TO 

0 sB 

Sag Sts; 

“5 §| 2 ‘ 
-pfe g -2 
"c® 2 © a'p 

s 

s 

fl 

3 © 
o &■ 

© P ,FH © 

^ ©p 03 E 
r 0 o 0 flD 

s 

8‘3 

Sp ©?9 53 

0 

P.3 

TO 3 © 

u 

’p 

P 0 0 © P 
” r-1 p 0 

.05 

• 2 a 

ffl c « “>•■“ 

,dp 

j3 

CH 

Eh 

?s 


TO 


bfi 

to 


55 3 

03. 0 

| 3 
§'2. 
M§ 

fii © 



5 a) Lr 3 

s*®ga 

'S 20^ 

ftts 

g- 

<0 a &2 (. 2 §*« 

JKhHs** 

>o cs^ ooOft 
TO S P P 5 3 

05 £ TO 00 3 0 ^ 

& n. TO ' rH H w u 

§ Wfl-g 

0) k> ®3 3 ” _< ,-3 ^ 
-p © ^’rtrrt.JJ rv 

p *3 p 3 


03 >jO * 

'H H « 

0 m 5-1 
43 > p 3 
<P 0 ft 
0 p 

pQ f ^'to to 
k,-© , b 

"3 ?J?© 

S^s 

0' 0r g 5 

O . ? Cl 

-- 3-5 
r O g SL 
• 3 O o> P 
r3r3 P 0 

£ w 


&« 


;©.» S 

§ g 

o £.2 b 

CCS P 3 
|3 fty 

S 0 © 0 

0 P r3 P 

05 P -rH 

r— ( 05 

3 p-d.'t: 
*3 ® 3 

05 rt o303 

a.2 ^ 3 

01 ©TO 
„ 0.2-3 

a-g Eg a 

0 ^ O fl 

S, ~-' rQ 


g ou „ qj 

© ©3 0 S'! o CD 

®,S® »5« p © &43 

o b«-S © ^. 23 -p^ 


43 t+H 

<9 0 

g-gSs 


gJl oi |g5 

iJg*M§s 

■8 8|^»iS3 

33;^ 0c0 'S| a 
oS5-« 1 

sg 5 -§ ft §J^a5Sf 

8 a?3 g p s ^qo-s a § w 

I2js.§ai°ja8.|ls 

O TO P*2 2,3 Ob o TO43 . e® 3 03 

CU 3 © S 5 e® r-3 ^ ® ® W 

^ 3 «p .fl-QflS ^ odC^ ^3 k» 

-P ^ 43 O 

*4 *4 H Ed 


f C3 -T- 
'43_- © TO 

o2 © 

Hi’S 

s.-s^ 

^ 9^2 


<-H I J. 3 o Q 1 j • nrt r— "> _J 
3 k © r-3 3 £03 -j 4J 

©O^flSp^Godb 
&rK -S S b ^ © © 5 

'-m >p 05 3 0 f —< </5 3-t 

_ , 0 0 ^ t/T © H3 ^ 0 ^ 

_. "P J3 -p 3 ^ O l-< 

R o;- o 5+ 1 3^03 

ts p‘3 § S r p ^ © 

rtcqg^p© 0 -£ 

<^cC S b-^P © c® 0 ^ p 3 
H-H O t£'^ 03 *C 0 2 -£ 

pH- 4 _> r-s o w M H h (, W 
■P (lU L , . P 3 O 3 

•r © ©0 

^ ° 2 *"S h3 5 
i»^£«aia5-2.2 
3 5 h *2 p b 03 

■gg .pfro^^a 

tS'Si’a g c 'f c'o a 
MX m .S- 2 ^ g <b b I " 

”K2lSp-pl 

>“ | c5 g «s p-^'- S’c J 

1 E -4’2'S§«’ : 3a'3 

3^3 ci §32 § 3 S*C 

g § _ - 

43 ^ 15 p 0 33 S3 

w ” sl^cS 

© <15 ® 3^3 rj > b£03 
OPfcX) OPppp p g 

cj p co-3 2 b 2 ° b© 13 

oce33 w 430© e®p 
p r-3 r3 co o p 3 cj _c3 o> 

a-jiS m 

§ ° h5 a«_|t’2 g^M 

Opp3 c jc3 r CQp3P_*_r 

^©ga ° w act ^ 

C+-I 44 JO — . Eg. h © 

° a 2 go CO’S ^ a 

s a ss s a 

k. ~ a 2 2 a ® -§ -s § 


Jp « Cj^ O H p P 

5 m k 3 2 H p 

I 0<2 a |p 


pJ^ftSg ftr 

rS©2?43o3S.£s © 43 

wtS^oM 

•rH M*~< fc. 05 Q-l P 3 

a o 

p ” fl 3 3 pr3S 2 

33 § 2 2 r ©03 2 ^p 

.'O^ a B o ®-;a5 ®.2^x 
S’B.3 gig c-ap 
0 P O © 3 0‘5JS tifip^ 
^ p 0 o aPPSCCO 3 3 31 

43 

EH 



§ 


£ 


896 





LAND MORTGAGE BANKS. 


898 


11 9 

^ a X 


r? 5 § 

E 


cS © ^3 

•s§*s 


o x x ^ 
© (M 


’ *3 co ^ - K. w 

S-- - ^ s Mg S * 

3 ^.5 &•! § 3 * 

.« js 

H’fl C 

©.2 5 "q 5 q 'tj 
S^.-S t - • §3 

2 C^3 © *? ., , rv 

■j* *♦* £ ^ <2 “oS C 3 © 

g-gg 

M §_TJ P csgj © * 

- 1.2 g.2-«S S a ! 

3 a o a a« a © ; 
C © ci a w * g © 

* s a-®'? ° « S - 3 ; 

° o o a c 5 * 3 ' 
coOxx aX^ „ xC 


r O a, 2 r 

a £ a £ 

2 ._ rrt J 3 

£ i*J 

VM © /r> "C 

a 

_l r— < C? © 

C W -+3 10 

•2s -SS 

g £ 


h©C.© 

3 © "5 •> © P 05 r/1 
J ^ " r* c* r „ CO 
- ~ rtrrt-ri ^ © 

3 *r= a % 
: 5 u * o c 5 ^ 
© © a ^ rt 0 


a = B = 

S-g § = 
.» £ j . 


.£ 9 © cJ J T 3 

tjn w -53 a © - 

” ** ® i S 

2 3 . " o ~ 

t 2 a a u w 

d • jt 1 ,© © e J= 

o r <4 -* x .5 a 
x £ 44 w « 

* « a-J £9 

a ■- § 8 — 

05 S m $ C 

x a- g> a c« 

rt © ©D o 
©x -a « jq © 

hfl J-. . fc£ X 

2 f © ^vrrt f ® S „ 

^x o a . 

© NT -2 iX 2 ^ .- t 

E g 2 « a g » i 

tjx a§ 2 o*S : 


a+> 2-8 

J>, A © c 5 ^ 

®| S --2 m l ' • 

^ 5 53 C5 © © - CO 

. C 5 .S >• % C 3 22 

O Tr^ 2 © g ^ ^ 

^ >wj.* (— 1 wr © © Cw , 

- 05 $ r 3 TJ 

.©A M ? ©sT© 

^x J 

S *-i c; © Sj x 


io 0 . 1 ^ 3 « o 

= M « aj= STJ^ g 
~ o ^ K ®a"® 0 r r 3 

t o h r i~; 

t a © co i— i a ► « a 

J ©•- Z © §3 9 2^ 

? £ a a 8‘3 o 2 d c 

IJS § S ^-s “ a 1 


7 "GKOPW^Hf 

3 ^ § S .’ a S ' S l* 

c tj co a r pj -4 -j bfi s , a 
r'a « 53 0 2 ©'a^’x 
So© © O' ,0r 3 * k. 2 

m oq & 9 C‘? r- 

J3 o 5 h bllS ft8 c 
- e ^ * o 2 a 3 Sc*S 
^ 5 00 S© P ^ 

3 S ^ ®-hu d o (3 
rXcd ©5 §p 


h x ft 



899 


"d "re 
go 

). 

to 

§ 

p 

-h ^ 

.gx 

3*> 

1.1 
re 0 

3 a 

x g 

. 225 

only 

re 

3 

•p 

•Stj 

II 

a 

Hd‘£ 

©^ 

re © 

a 5 

(para 

nted 

p 

0 

x 

© 

p 

(5 © 

f-H 0 
© 

© re 
X 

-p © 

0 Ph 
X 

X © 

d x 

Eo 

O h 

-a 0 
re^ 

© 5 

rr1 W 

rs to 
© 

p 

a 

0 

> 
p re 
© X 

t+-t ^ 

SI 


*3 43 S3 
.5 o 
PflP 


*■3 




© r 4 

tt ** 



X ^ 

2 G^l 

a O* 

3 to . 

C ci 
<.*rr p 


03 

fc< 

I 

8 

P 

o 

o 


•5 

-p 

© IO 
T 3 CO 
<N 
.Sfci 

,®S 

X 

Eh 


?%-p c tr' JL © ^ 

9 S S©o| 
a^gS^g 

d © © JH 

reX nd o'”" 

X^ 

W)jg to 
ASPS 


; o fl' 
, re 


© zr 

tO. S' 

a* © 2 © 

■g.sja S-g^ 

2 o © to 

g S^x g a 
o £ © g 
_ > © 

"g (3 CO W C~ 

g-uis-p. 

r -* 1 — h o) p re t>- 
P ^ 

•M'S rt N 

© CO P d -P cs 

O P’P O ctf - p w . 

» &p£j£ 

4-> © 0) tl C £, d £ 
a^ p rt ~ - 

’o 

*-3 


d 

'O 


2" 

o 

& 


a 

I 

& 

& 


•XJ 

o 


to 

a 


a o 

0 CO 

"re a 
43 ° 

CO „ 
•-i CO 

tOX 

2 a 

M re 
© r *~ 
s.jf 

01 

M 

a © 
o 

•X P-t 

t ° 

2h- 
>r d © 


■p © 

ax 

© -p 
9 X 3 

5 * a 

a « 
2^ 


12 -p 

• Sf r 
. to 


CO 


05 


© 'x o a © 
■P O^-Cp 

P 3 • Ft 

ra g 

a"“ 

a 


a S' 
S® 


© vj >-v . 

-p- 1- . a 
a 3 p 


S't 5 ?a 
= 5^3 g % 

2 © kX d c 

s . g © co a 

jg’-S y-c 5 


i o a 


© • © 
© c«X 


© CO 
© X 

a a 
X a 


> o 

CO CO 


0 

to 

d 

© -p 

CO O 

t+H 

0 

5 1 

© 

S 

-t-H 

tab] 

re 

flj 

c x 

re-5 


i« rt l2 IP 

0 o-P^o • 2 2 
-pa _ ^ o’ " 
rxa o 


£■£ -2^ac p .5 co 
t£ra g re g ^ w ® a § © x 
© ;> +j r ©ax © a 

,£ p 2 .£ p ©£ Hoc 


^ © ‘ t jt o a 

; © . .-3 ©_ £ 


0 o cs 2 

o « 2 2 a 

X re ™rr- 


X 

« 4 H <-H GQ 

O -P^H 


a 'ts 


1 £ ‘S3 -2 5 2 

.-< p © a * 52 rn a ^ ^ co 

I » § g-2 "fH 

a^l 1 % 


a © 
2 o 


. . ^_ _, js © © a ^ 
a olsip s p 5 *r 

© "° S‘g ®-p 2 °2-£ a ^ 

5?^ a " §5 S B C-g s.-g ?i 

s nX p^oa^a ^o d-^ 

^ 2©^© r w^ p - <h 


© 


1 


d *0 go 
.a ^ 

■ s 0 'o a 

*T 3 ^ {i, *ph 

a 2 a a 
' H So 3 

^ c^ a oq 

Ho cd^j 

"o'*S a S' 
^©2a 
§ »■&« 
tb^ 3 ^ a 

S^ra g 

d ^ ^ -M 

o c w a 

.-P ^np 

s 5 a o a 

p _c P ^ 

c o 

^ cq 


o 

a a 
© x 


x| ^ - a 0 S^66 
a ©rrt^-a > © ( T)5© CC ©'A' : +^o3 

° S 5 | S-g ® a-e-= 2 


CS 


d &■ t? a © ^- pifl © d p p '— 1 co 

2 3“^*',, “g&Sg^Scs^ o 

x cs 1 — ' g o a a X’-h 


h 3 

O 

W 

PQ 


g 2 

a x 

*“ © 

p 

© » 


^ a 


©^ 
tOX 
re © 
to v 

s; tti 

2 o 
a 

-p 

tj’p 

a*a ( 

X co 


© to 
■+- a 

g 8 

re x 
© 

"©nd 
© 
a. a 

0 s 

§9 

a 

r9 d 

tJD* 

.3 © 

re^rO 

go 
g, a 


c 6 > a 

- , kw T- CO r-Q _ x • r? © to 

a :s 0 -| 2 ^lc=^l«-l 2 

9 j o ® 3.2 M^.g.gcg • a'g 
. s' 0 -"? ,-g'g „-g a § s -S-=t2 g g 


Xnd 



re^x 


1— 1 © o g-’a 3 -p 2 a jox'S^ 

i 0 g ©r2 a ax 

•a ©■pg'g'p'g^r w 
^ w S S 2 ©^ to” 

1 o ©*|' ©|| -2-5^1 2 1^ 

2 re ,t2 1 o ® Sc^a S s 

h-j<4x -CC.h'M 0+j^-> ©x 


1 X -8bt2 © ^xO'-" © » « © 

^a'£rt 2 ~ 2 © r 3 to co„_d,. 


^2^ 


a .2 


a 

i‘ o 2 1 ? 


<-C © 

© x 

to-p ^ ^ 

2,^0 
re ©rH Jt 

g to . ft 

V O Xr « 

© ^ 2 SS a 
-p p to Q 
re jj shm 
-p o X: "t? 

CO a ^§5 

tfl P.X 
nc--- -p -P 

e«.2'd 2 
re pc p a. 2 
a re 

^ tfir-N, 

a^S^.Si? 

2 re g> wa • 

is ^ -p ®2 

re g © a re 
rr^S^B 


Ox *— 



900 


o3 

ro 

d 

1 

2 
o 


a 

O 



2*2 ® d 

l^xl 

bll.2 w 

z 

0 

a- 

© 

p 

m% 

p 

t 3 a 2 & 

d d . 

0 

d p. 2 w 

©&C 

t g- 


•ss § „ 

o.o 

*P © 

£- fi ^ 
^.S 3 P 

tl ,-H g 

.5 i 
*%% 
g.= 2 

oi&ss 


rt 

© 


® I 

© £< 


2 

o 


© 

x 

d 


-A w a) 

X g‘~X 

l.rf? 

r-> p _© 

W5 cc © 


© j,x 

X gp o 
p G 


© % © 
d © >• 


^X 

© 


1- P 
© d © 
^ P a 

2 o 

a p 

o a 


© w 
F-o 


o 

, © bfl 

c 

.. ' 2 p 

cp 3 
d W 
1) ©^ C 

.>£*3 © 

£ bC©o 
OS J 
a - S -p 
oil 

o g 2U 
u ou? © 

r-J ^ 

^•5 4) 

VM X © J- 

o .© P o 


© 00 

«*-« 

O *P 

bXj O 
CO d 

h'H «! 

© -p p 

m 

2 m| 

c h s 

-+3 o ^ 
d^ © 
© JD 
cfl ©^ 

q* 

m £? 

5Jg 

O »x- 

-pX © 
S3 P 

^3 O « 

© X 

+) M ^ 

53 2 
Cj W d 
P -P 
b() d - 
© 


2 p-= 


p 2 
d p 

a 

© 

©X 

cn rt 
d 

C3 © 
O > 
’—' cl 
. X 


r v d 
© © 
© © 
c * 

-W 

8j 


X a i rs -p © © -r 5 ^ © p -p © 

cj w p 2 a; C P xX 0 p dX © 
hn ?? p © -~ -p x .©'dbC «e 


bfl 
d >» d 
© © © w 
m g a“ 


5 °-s^lJs|£oc 

»p £r © &<i 2 © 

. f-t P O ^ p 


X) - bD 

« 25 2d 

a,© 


8 § 
M © 


d A 


d © 

p p 

d tr 


© __ 
X d 
-P S 


. 3*2 © x M w - 

CC p X P . B P O 
_m© p &— j d p 

^ o-g g 2 & p p< ■ ■§ 
© © h .pX ^ o © d 


©© .PpPpj O ©dr*- 
S Cm £*** Jm r*\ r*i CD ^ fl ^ 


rt 

bO - 

•p d 


5 >■ 22 p" "d 

x - ^ o c< 

. C 

X 2 d -p >. 

3^S3^ 
'« d 35 "d 

d d . d © 

o — ^ 
a 


sg 


I JS lx 4 © 

3 sEh >- 

^ 2 • blc 

^Jg 

|3S-3 

3 2-^5 

s © 2 

"fc&g 


p S 

•■5 §) 

£ d 
© d 
p 

© p Q 

bfi 

d _ ‘ 

iP-2 

p d “3 
o p d 

22 ? 


S S p 2 & 

p o£p 2 

bC"g © «+m x ^ ^ 

dX-r c 


© J'XT'd’X’d ©*^ © d d ©^ 
p -p.2 © © t* _i r d ao > a 
tic S&gg.2*€2 flj -g , -gJS 
§ 2x rt s g 2 

1 §-£- ® d §f ^ § g ©T3 

M o2 c-^h-h a -^SoMdd 

'S § S ^ • J d 'S $ «r .©la- 

- g'S ©.© g »'.s »' d 

<r)© PppPX'TJd^ 5 ^ 

i s i5 cC 1) « cj4J f3,jD o ^ ® . . 

fl ,H ^XTP © k 2 X J if. 

& I S “ 3 3 »“■ *’ ' 


:&■ 

« a 
Is 
fra 

c-g^ 

•P 5 r-H 
O CO 

p ©x 
d _, 
©-d • 


r © 


g 0 ? , 

— .t a * ! 


a£P 

,T3 w S,fH 

^ d 

«ro ej.'S « 
^ ^ © p r X © 
•rr? - c3*d 


.^T3 3 

X d c; .. ci 1 

_c d S d o 

00 d gx >.d >, 

5§*B’5 kl !' 

a a ® g 2 £* a 

dp *r 

M ^ X P b£ 
d © 

» o 2 


P « u 

P O © 


© o — ^ 

p-p 

O p; 

O g2* 

© dll' 

X o X 
p © co 

S' o I 

p Jj Cfi 

■3\S 

x d x 

•rH 03 p 

0«-i;d r d®P - vr 
a c cs p co be 

© p ■ — 
flpy 
d-p p- 
p d 5 

jgX 

© x _* f- o p«p^-( * ©.2 

P d TJ ©dX 0 ca o d 1 — dTJip 

tiC+'PrtCSrt- Pd S 3 


* © © 
2^^ 


cs w o c £ ^ 

£p 2 p m;© d P, 

■S-c Jpfi^ >h% Xw 

Ot 4 fit ® 

X dp 5 dX S 3 r^ 

Sfi«o 


. -S 3 «- £ - « . . 

d © x l o p 1 be 
© © © b£ d d 


. d c 


T “tMCM d S d^ e* 

O O b£ X- 

“,hS« W 


5 « g c+j 'd 5 ” d 

© _p d X x a 1 ^ , t>, c 

■ a - p S{ sr-'S-ff 




• » d M 

— co c3 5 d 

JSX d r d 

© 


: X © 

^i-£- 

bC^ cs 
d _ p p 
© x © cS 
X d d*X 
H s o+j 


S-g.-S S 
“"8" 


« a o 
a o ' 


III Mi'll” 

X ofcs dX^d^ — ^ ^ 

__. © 0.2 © © L bt >* © 

d ; X ©Pp-x 5 Rpp ?3 c 
>©pp--^£dd b£t- c 
■C a£ 2 p 5 * 

°o©o d^?c 


^ = x >. CO -p beg p a r C >>*2 
x.a txrx 2 © d-=® 

X«e© 43 fl dt >-0 


'-p d © X 5 d b 

d d 5 P^.p 
' M 2 ©"© 


ccrojdP©© dp Td .r v cs ^ ©© © 

0 <»© © Cw 2 p ©d« ©w-dr^p'©^ ©^ 2 ^p ►» 

p^ P CTr- ^ ^raXd- ©— > © P ^£^22 

1 2 g-S- 2 ?““ S’2-f3‘Ss 2*2 

S § 



5'rS 2 

g? S 

P 


w» >^.033 
P © © -P 
© d r! m C 
p p pX d 


5 2- - 
© ~ ‘ 
X 
X 


, id 2 


d © 1 

«P SS 


I 



901 


©T3 ci ©75 
j3r=2 

gi: 

CD «J 
© 
to 


Cw 

p 

rt 

^§0, 

3 

3 

.'S ^ 

-p 

t 


0 

Ps 

o 

cu 

g-J S'. 

C*° X 
© 

© 

p 

£ 

our 

our 

our 

tive 

ds 



^ © p 


h in 

.^o 

5 i: 

23 

>p 



© 

73 


f? 8£ 

© b 

<3.2 s S 

© O 55 £ 
73 fl.S 


c 

c 

^'■Sfs 

s?} 

. P'f-H 
© £ <M 
^ ®(M 
P J 
“ x 

d; © es 

s^s 

so ft* 


cs 

Cm 


c 

c. 


SS* 


cS 
P 
O 

SSP^'l-gl 

.„<m ^ 2 ^ 

2<N.£ 


C P* 

p p 




jq 

H 


+-C 2 42 


.£ci 


75 ©75 © 75 P © 

C g £ © W) 
p ■** rt O 43 ft g 

CJ Dp 

.•sgfgssl 

5 a |’lo°g 
« fcS-^-e 
.► “ 2 -.g * § 

W) _, M ^ 
rt © 737^ 

o wqs w -p g g 

•J -2 ° J 

®.l ® M^l S> 

P O J) W) © 

r 2 P £s oj C3 r* 

5«f tt“ btfS 

§ ^.s .t 
a St -w-g i-S 

"•Jfa-a ® .js 

ee O P © jflCf 
' w p; cP 5 rt 4/ 5 
p p -p p,P; oP 


Cp 


flfn O 

e 

CtS ® 

— &Q73 
'7 p 
© P 

•- 2 >, 

-f-» ^ 

rt 73^ 
p c tJ 

© g p 
o © 

6 S K 

© C © 


d) 

a) 

P 

P 


r^ -t~> Pi -N CD'~; 

C O tojE 2 Xs4*» 

2 C p- C+i-H bfl.j-1 

S^5'6s ££© 

^ ? eS 

" CD 


<D 

03 g P 
es 

C 

©73 ft ©rri^ 

► d P 

“ flJ r-! .p -*- 1 P o 

£ p 


|£g 

»"w 2 


PT3 «p< 

C ^ . © 

°-£ fc£^.p 

m SS.gSJ 

^ ^ 55 rH_ 

- § K = a ® 

S ^^ s 3- 

7 = i c- £ a 

© c3 CO ■-> 

- c 2 C 3 r C 3 
■Hf ©7^.5 O ® 

2 bp ^75 

C 5 g^©5 

-H O 

~ — 52 x >p pj 

Es © 

^ c ° © 

T 3 p >, O -p 
P ^ P CS 

tig ■£ -ft 
■? 


'*1-5 g? 


b w"2 5 l*g _^p 

©(DPc<^° 0 ^ 

g^bCP o w o 

? CSH O g 

6 M ^ ^ • 

° p 2^ 

_ o £ p 
^3 p © p 
.2 C 
O L K 

*£*- - 

OT3 r 2^3 COrg s 

b £ © 68 
<d 25 2 

© rls 

^3 8-2 - _ 

CO 

P3 75 

oj p 

S 9 

o ^ 


© S o 

H 

• cD O -p <D 

= g ts 2 rn 

S ©-5 £ +*'3 

3* a ° beg 

^^•2 „..si 

■gSa^a 

st: S p co ® 2 m p/ 73 


-(_) -M 4 J JO 
© « 

P w Sg 
.2 ^-° 
73^0 S g 2 

p s -b cl 

O w m-« P^ 
J3 - C © 

^o.S © ^ 
i'O'O | ®-’S 

tP’rP © P 2 
75 M ^ ft 

„5 . ttft 0,2 « 

-'•gc^'c-S k ? 

^E^cffcg! 
tS «' c » £ «„J 

2 cs h o 

r° C«^«4H 

»1|sJ 

_l"»g 

95 “ ■£ 6 

11^1 « 

H o 3 3 P <D 

© , O 

rg ^g ^ £ 

P 73 ^Q; os 


*© 1 


Ls 1 

J ‘p m" 

' — *^73 

pV 

■w O O 1 

^ f I.a 

rP C 3 *+5 -P 
“- 1 _ O rj 

,2 Ml 
§^2 

■g^fio* 5 

p ® 

- 

> 

<D oo 

H h h r. aj — . 

W © 


>* 

< 

PQ 

a 

o 

PQ 


^ © Z 

§S®«^ S ^ 

£§ k. 

;©©a,^ 

5 s &^-g 

i — • — ca c © 


■S 3 0 w-P ^ co ? 

IISS?1iJ 


CO c d 
-■ D «* « 

,p 5 it 

© *3— , 1:5 

c« P 

-p*P P 73 c 
pHp 5 

« £*,_ « £ 
c h— a 

§^2 Z* 

c? © jj 


CP 


© i to 
^ oj .p 

Zlz 


% bic" H 

.£ p > 

©^C 3 "C 


c 2? . 
fl ^2® 

gp"S 

o © o g 
p .^3 ^ 2 

« ft g. 

2s ® w 

P > -p c 

S+ 4 o 

4S.s c S : g 

c ^ 

© CO © © 

I-S«-1 


M © Cm 


|S-S 
8^8 
H HM 



ig:s-§ 

fe-"2 1 o 

c £• § 5 c 




P .2 

^c. 
c" 2 1:8 £ 

S| 

■fi 

© vr, © P 

..rgi 
-i .i 

p p g 
© O.S 
r -^3 c 3 
P 

P 


R oo 


a 


Recommendations made by Provincial Committees. Our recommendations. 


902 



p 


p 

<5> © . 

bfi WP . 

rt P 

| 

, O 

CH 


53 

O 

O 

Um 

rj 

$ 

’> 

O 

■fi'3 

0 ^ 3 . 

2 e8 c8 

3 

<3 Q 

O 

OUI 

O 

s 

£ 

0 

land 1 
i to tli 
lent Lo 
th (par 

C3 

3 

3 

cn 

p 


O 

S 3^3 O 

5 ” 

^ to ® a) 
to _Ld JZ3 f- 1 
oj^-p a> 

H 


•«iO'nN 


• ©Vi 

co+! ° 

r-H fig** ^ 
rH 

£ 0^3.2 
f! ^ gij 

rt p 3 O 
_p P & & © 

g © 

*43 £ 4* 

© © S3 © rt 


0 M O 

» o-^-S 
.o^-g*® 
5 

3 * get 

8.1414 

O flj H P 

• JS p 3 


CS qrj €S 

a a I 

C3 g< 

h (N O 

o_ 


a o © 1 b m 

.3 1 X cj 3 

43 c-^p S- 3 
u rj_2 £ a 

Cl © pTJ 

*8 2 0, 2 bC 3 

fj ' M M EnrjJ; 
•S P.S2 P fl 80 

P rtf O H3 

1/3 £ °Cb^ S3 

* 3^ 3 rt 

* ’S'S'3'lg 

-£‘ g g.-S § 3 
a> 43 O s© p 
> OQp cj CD S3 
p 'Sb^ 0 b o 

* *3 

2 i! ai*,*; 

2 Ssa** 
OQ/^S ® p S3 
2 ©^S c 

P l-H rH ^ r-t 

S3 rH 05 P _,-+-> s 

B «ifl g ».2 § 

•I 3.8: 

o siM 
O HH 


OT S3 

4f O- bfi o 
P S3 
«rH O CD 
43rH Tj 

ag- 2 ! 

£ tfrtf Q, 

to 3.-2^ 

t^QO 
S3 W ^ 

M ^J, 5- 

Hz 

" m rt 

,2 

~EH®§ 

lag* 

g cS bfir= 
. © ^ "8 jh 

'C.iScS 


rH 43 CJ CJ 
P rj T3 

«P^ gjj 

*- O H- ^ P 

rt © 
sir co x) ® „r 
w © d -£ 22 

S s = g5 

®^S&§ 

■s&z g£ 


S^«o«o 
O 433 S3 p £« — * 

• S3 5 P 

2^2 tfrtf >)M 

© g ~ 2 g 

g^tJD O S3 S3^ 

•C^Sjgl 

. o2£ 

- & 8®1 ® 
CDp W 

43 O C3 Su- 1/5 

J si-ill 

t; - c3 p 

pS o -+-' Hr O) 

i-3 rt<3 bfi ^ 

gp J § g & 

=n .« 


^P f3*^43 
3 « C3 ^ ft 


3 C3 c3 

l- 3 bfig^ O 

j M p P S3 P 
D P 0> Ctf Oi 


|1^ 1| 3 - 

S-“=js-2=1 5 

Sh (h Om P 8 S3 

O-r* • r r J r 2 SJ g OJ^ 

gr-g^g-lg- 0 

-o.aag-sl^sg 

oh «3 a «p o 


hf >H Sh^H 

3r © o oj 

^ S3 3 
rt a ©pJ 

S T3 3 

-,ctS o 

£ | s 'a 
0 ) « 
P 

p 43 
eo °^! ° 

§ ®22 
.2 tcoo 
-g C3 43 cfS 
,ce to 
*0 T 1 Q> 

O t S3 pd 

” §. 2 ^ 

- 2 S.5 


p; S>4d p 
• gp C« o 

o *£ p 
■ r ~ i a r* 60 
^ cj2‘3 

r, 1 HJ n 


ra'rcp^^PoB 
. o 5.2 P p 

L- Op S3 fl 2 p 0 
HT 43 P rt u P 2 S3 73 
r-H 2 bD^^ScS 

.43 ka-S'ft S)2 C3 

art 5 £; S r 2-£ c b£ 

U <S> fl.S H, O o C3 o> 

a ® 13 ° » 0 « > 
H is 


-°!ss 

• ^ ^ 43 ctS 

ogp a^3 

rj rt Hr O O 
^ « 3‘S p 
l> • <L> ^2 cj 4sJ *r0 

| g ® g.a 
a g. c -s^^ 
2 W "2 ? © © 
• 5 'S § o^^ 
°°'ols.2" P !3 

S3 § s*«-s S 
"S 1 - 1^-§ a 

g g 0^3 g s^'STS 

li I'!! 

4 .2 

H H 


SO 

-H3 


r- 

ct» 


Ci 

?0 


O 


903 


'•O 

-S 

u 

o 

a 

a 

P 


a 

T5 



,2 


H- 05 . 

bfl ro 

rQr-J d P 

0 O -P t-> 

£43 fa 42 
c co o 

o o 3 
o 4 ^ 

*=3 

^ d d ® 

.2 8 i2 2 


O <M 


' « O ' 

S^g 

ft « CP S ', 1 
fa-° 2*> 

8 a|s 

&§^ 5 


§>$ 

M»o-t 

-P c— £ 


c3 

M . E- 

CJU o -P c3 

tE§^ 

fi 1 ll 

es a £ s 
^ S rt | 

•£ g: 5 £ 
o -p> 2 o 
fi*r o o 

> 55 * 2 
O £ ci 

O o . fa 


; <f, 


0 CO 


JJ 0 

S3 


► j. ~ 

S's-e 

^7^ O . . 
0 S 0+3 
43 ~CG 
-P — 0 

p^43 

S3 O 


0 


£ ^ -d 


^ C40 


co 4 • •*-*,-=. a 

/^\ r*i r—< O 

"4 ~fj ci r- 


02 4* 


co 42 rt 
43 C3 . w^ 1 

^ fa « rt 

-* "P rt 0 r- J JJ 

a-^ Si 

4 O W +J 

—£ • rH 0 

,N >4 {fl U 

s gj-g § 4 

0 *--?43 0 


gjg 


0 3! ® 0 2 


0 ° 
l c 42 
S'p 

V. GO 
O 2 


> 0 
'-P 4 

C3 P 


43 42 ■ 

-p^io 


53 a r 
© o 


sip 

e*„2 

o w g a* 

-p « S £ 
fl .2 
0 -M p 

S.2 ~ c 

a’© © ” 

S S O+J 

> = s. 

O 0 4 ^ 

o &0 = 

« «U, 
a r •= 2 

•*■ 2-2 a 

oSxo 

4 0 


9 72 


0 

. r r 343 Eh 


0^ 

0 dp 4 
,pH ^-P § 

o.s~ 


0 


0 


o & i -V— 

4-1 g b£) co ^ .-P -5^42 




c3 S3*. 


-+-> c$ 


S3 5 


«* tf 


pfi 2 K 
f- o c & 

- Q -1 S ^ 9 


0 


w oi 3 

■5 2 S 1 ^ ^ 043 


^ O 5 P3 o 


g^’3 ScS 

5 CO ft 

l fl §-| 

O S S3, 2 

w „ w w '©'S ©*43 2 
e 2 q S § 0 ^ 35^ 

■ja S g*43 ^H.Szl S " 0 g 8 

^ C5-P o £ H S 42 ^ 

E-t L*P? O • ^ 0 >, © 

o'SaSJ AM &S o'S^ 

O O ftSj 2 f-P 4 J w 

6 9 d’+j 522 -p oo" 

- co "-4 » w -p ^ {^cd g - o 0 

t3 CJ_ § S §^ w fc 8-2 5 © 

.S§'§"|S^ 3 S|s|g 
03 E.S |o£ < o'43 oj &pt 2 M 

£ 'H H £ 


e« 




■ UJ 

O 0 


p^S'^ ; 


s 2 
^-SPg J 

B'JZI P R 


m 

W 

o 

HH 

o 

< 

« 

H 

W 

O 


sa p 

83 ^ 2 ^ O ^ r4j4500 

M ^ s3 i1c 'kS m 0<2S 

’o M—*43 0^0 °r243 

-p e 5 § 2 ® 5 cu 


O v0 J4 tJD 

ItlJI 

^05 CO 5 

J go£ 

ss~ “o 
■§ s 

§ S tr= c 


Eh -»-> . 

^ « s 

bD ^ ! 
5=s^ 

00 a 

S3 

43 a «- 
0 


rt 


; - CT 

1 p a 


rt & 


_ vS-E 
wi| c c ” a 
.3 Ssjj'- 

-P © wr, O 42 0 

CJ ^ b£ 4 C » 

4 © C O.P O 
0 H ■- a Ch 
a to >• - c p 

o*p 
_u u 

a c 3 a 2 

c3*r 4 83 rt 
4-0 43 ^ 

2 ^ 0 -P Jh 
0 Ch p O 
SQ > .d 4h 
Cd 0 0 Eh © 

bJD-c a r£3 
~p -p o +3 *ti _o 
btn i © 4 « 
§ o .-p 

h « W/S-S s 

n 0 "4 4 a 0 73 

5 ^ ’S £ S> 

c3 P^-rH 0 0 42 

-gJSgfts 

^*5 0 | § Q 


0*4 


o w O 

* 


a -p 4 p *4 

0ri CO 0 --H 

J| O sj 

.9 tS ° ^ 

43 5 ® 0 

^ $.243 g O. 

-P $ 0 

•leVIl 

0 » ® « H-.-H 

H H 


9 


S 3 



904 


| 

43 

03 

a 

© 


a 

O 


.52 43^.^ 
a? w a ?-t 

a b£ 

•a g- 4 « 

••3.1 Sfg 

a *_, CO. XT 1 

*-■ fcfl 

2 SB** 3 

o .2 ® 

6 tr*c 

§ T|i 2 

O C9 fl C3 

C5 rv 

2»|:i 

§3 a ^.2 

3 

J 3 S |§1 


I 

I 

s 


a 

o 


-tjo 



43 k k 

a Qrifl O 

o -m a <£ 
a *p ^ ci g 

an3r2 ©r3 

5 ^ fcc.2 

O C5 © TO O 

© t£r© bC 2 

© © 43 Cll 

f-f ^ r^j s-, CO 

- « o 


g4S 

fc a 
o © 

**H — 

a a 

© >s 


a 

a 


o 


2 




- *3 

o (h a^rc- 
**-• a t/£ • 

o » 2 ■ 

©_jfe X a h 
go ®3§4S 

&fl4i'S <a § -p s-p-g “3 -8 ^ 

?SociS'8gXh”gS;- 3 'gs*2„ 

2 rH «a f] «l « *1 3 c 3 -h 

a 


■Phj^ O rt *+-«©•• 

SfeSa'S . ® Oh 


h. ^ a b _ © 43 
® 2 S o a © « 

a ^ ST'.S^a fn 


b® 


©.2 8 Jo'S 2 


- C3 

©•a 


05 

,^(M 


a 


I 

Ph 

>» 

aa 

'S 

a 

a 


a 

"0 

a 

o 

S 

| 

£ 


a 

8 

I 

Cfl 

W 

O 

s 

> 

o 

« 

Pm 


tf 

H 

£ 

W 

o 


no 

a 

a 


a 

£4 


a 

A 

2 


o 

Cn 

o 

6 


a 

o 

2 


a 

o. 

A 


t 

A 

O 

fcfl 

a 

jp 

v« 

O 

a 

TJ 

a 

a 


•'go 


'H 

© 

a 

a 


■*•3 


u 

TO © 

tlA 

43 

©2 


a <" 

-5 CO 
® 

J: a 


©iS £ 

o 

9- PS 
Vr a 

05 o 

© as 


n 


: 8c 

j © 

© 43 

h s s 
'•'S -2 

JS a-— a 
- * »-£ 
° 50 43 *■© 

OT © 

43 Sh ~ r C 

#M J 2 
2 -43 2 © 

ft = 8 g 

•Hi: 

M: 

. _ 


a 

w 


73 

O 


1 

2 
o 


© 

b£ 

a 

be • 
s 

tj a 

a >3 
a a 
— i .a 

o 

fl 

to 

a b£ 

•2.5 

*S *8 

o'K 

a-© 

0^4 
© 0 


© 1C 
© CO 

a os 


2 a 

u 

a 

43 a. 


o a 
a s 

rt) M 

r§ C 

*§g 

s| 
.2 >, 
3-° 

gno 

£4 o 

£c 

« 


c. a- 
air-g^ 
: : x o 

I 2r, ^ © 

©^00 
co a ^ 

•'" 2 S-rJ 


^00 

gs.o 

* -.2 a 

fli © C0 o 

33 la 

b C0 © 

0 aS 2 

fi ^ ifi 

as 00 ^ co 
ra-^ . 

-=■ *' © 
73 

43 2 

0 

43 

a 
© 


2 © 
a >. 


© 


a 

- s 

‘a o 
a a 

ga 

4§.5 

8 *» 
{>43 


43 

a 

© 

a 

R 

a 

a 

© 


£> 

a 

M 

50 

© 

CJ 

© 


1 W a 


co ,£? 

[a 1 

a 

a 

a 

«a 

-a 

43 


a 

<+h *r' 

°5* 

to a 

M 

© a 
>* a 

43 


, © a 


bD 


0 

H 


U N4 

© © © 

3 h ® 

<4- 

© " ©.2 

|jsH 

© I ®.S 

^ S K " 


a 43 i; 
a co 73 « 
Cfift? 

•« a 4 ks 

© £ -*«s 

-£ © O © o 
^jajo 
^ 43 a -h o 
o 


as ^ 


a © 3 
^ • 
ts a 

*£ 
0 c. 

A ^ 

£ *2 
^ a 

CO © 

a p*» 

^ O 


S 

a a .2.0 


a 

bC 

© 

a 


*£ a^>© 

g 8 .,© a 

StS gs ^ 

• 'n a © 
a > 
© o 


si.a 


o 

H 


a 

Eh 




8 


AO 

*© 


s 


mg pei 



905 


W • a, rrt « 

r-*S I ^ r Zl ^ 

a 8t 


<_ 5 © 0) c 
o '43*5 2. 


C t® 

O ©00 
© 'CCN 
© (N 


.g ,W(M 


* b S 

ft ©*2 
<£>■73 ^ 

|'?T> 
g O © 
ft t bp 

rt 2 

® c* 


jy 43 • a 

rt -Sj ® 

^'S-Sg’S.fc 

/u a Sf'2-M S 
‘S.2.S 9 9® 


lie 

2 B 9 

3 *.12 

O SB 

43 O S 

W B ft 
© 

•S* 1 ® 

ss» 


H ? 2 f»( l, r - 3 »r! -X 

1 o c dfl J £ P bC £ 
§43-p^e3&( _oS5g a 
M £ 2<N' fi ? ' £J '^‘b£l 

M *g S }£?--, i ©rH Ci 

^•i^S) 0 sfSss s 

_. ^ . 2“ ci ft G cl 

S fl P S3 S _ W)-P O as 
fi O ^ (3 b£,Xj f ^ u . b£ 

*h & a 0 S mo ^ 

■sKMs^Js 

|1 Si'S"* «■§'■§ --I 

> ^flc3©*:<2^w55cs 

'ft g d 3 es ft p*a ©u 

a e 3 .^ c 00^0 O-P^a 

fG ^3 -G 

.< H H H 


<T} • r-< r* « r-t © 

.fc Slt-g 
"S © 2 © 43 

ft W Dh 

g-.-e °^ 

Mil! 

o 9 c 2| 
W g -g CO 

00 5£ fcC g 
© 

G g g 

Jl§“g 

TS^-SS 

-gjs.a c 

G "P C5 © 
2 ? 
-I &i 

Ki © fcjD CO 
C3 ^ ITJ 4J © 

g C« © ft 2 


fG ■ o •'fb ® 43 

• S O^H 3 
5 O °CpC 

*g-£ 

+■>.£ G ^ 
© fC -*-S o 

2 Mc 3 o® 
-p a ft txj 
o © © c 
ft ft j-^g . s 

0,-0 Q -i-j 

^ 6 rt 
. c ©a3 « 

T5 w jh 

g*3 © x'v 

B ®5- g 

gi'sl-g 

tJD "£ © 
ft na t>c g g 
?fld§£ 

0, 68 s* 2 8 

£,*‘« 2 C 

a 43 ©•- 

• h 3 c 8 »f 3 


i » I S o^S x 2 


£-S &4 §2 s ffl a-sS 
§t^§£S3g:§)« 0 

•^§* wc ^&flg§ 

8) |a<§.2”“ “ a o-g 2 ® 

e5 ©__ Ph^; d ® £ fn . 

MM* 1 e--— ' c .2 C s M 

tt, <D'Z t. 9 Stj 5 <Sb.S 

gg^s §-2|1 Sfe- 2 ^ 


'g § gJ: &-8 S« 2 £■ 

co'^c^cs^Oo ®<aa 
-5Pi=«Ufi®ogg 


■•* »>5b,£ S 


•2 ©HlJftP 

g © 

aw .« 

o ® «j £ o 

O.fc g 

-H hft^ 

2 £ 

^ ®^_g 

-P ? ^ 00^3 

m 8 g-a-g 
■S 5 S s2 
b»s <s 
S3§§&3 

g^43 es g 
© e a . 
Sgg|85 

© # a ® ©.© . 
i-®*^ a '“*© a 

4 h »f- © ft 

■§°®^”g, 

rt 8£.s g- 

2 &-2|‘-S ® 

gft £ o 
^ SfS^d o S 



906 


'V 

% 

o 

p. 

a 


13 O ® 
a p iZ 


S3 « 

C , 
pC .3 
"O *♦* p 


2 - - 2 ^'S 


£g* 

• >-1 05 


C rC H 


S-S 
o £ 

c: >*o j- 

r c rt o£ 

e S^c 
o c „ 

r- C/5 

S3 tfi 05 SC 

C ^ T 3 tfi 

v C 


0 gp 

c J §*’• 
_ K _. §-3 

err fe 
p s.H £ 

1 «>p o r 
S3 cl cs bC — 
C P cj S 

fcC^a ® bC * 2 

C/5 A-*- 1 
ipO P.£ 

,J= P o P 
p ^ o c 3 

pp --e-S 
u cs d S ■ +3 

g^-J « 

P- T3 ’"”' C 
d C O^T! ° 

CO P -M r> P 

-• a; *- — 


11 

P & 


_ err 
w 3 tfl 0 / 
fc£ O r- -C 


c C 3 ; 


Sj Z *~ 


« £ 8 
~ £ & 


£ JS-H ' 


c^= 

0.12 

. 

nr _ *■ — •■. 

3 P^f 

| 18 ? 

|T5l> 

3 r-f 

8 £ ct 
t el a 
~ es 

® eSC" 


O 


PS 


TJ 

C 


g 

o 

2 

P 5 


fe£ 3 

^ cs 


P 

P, 


33 

"5 

o 


O 

« 

o 

o 

a 


e 

s 


G 

*e 

-+-> 

05 

p 

2 

o 


a> 

'o 

P 3 

C 

g 

£ 

c 

>> 

P 

05 
rC 
P 

c 

G 

a 

6 
nr 


'Or 

Or 

C8 


c 

fi 


0 / 

p 


c 

a. 

*3b 

0 / 

Pfe 

2 

o 


PS 

C5 


05 

fe£ 

e 

be 


'O 

3 

fee 

I 

3 


rr 

c 

■ 03 


— ^,- 
rH 

«r- H 


cr. 


L 3? 

' 3 " 


o 

M 3 * 


0 / 05 ( 

~ IPS O 
Ppfe 

tGG 

9c? 

« 

nr^ o/ 


d £ 

P H 


— m 

— 05 
.-+2 > 
is.S 


g 

»? 


|li 

,TJ ^2 CO 

a’g §£ 

S w 2 si . 
^ 2 
l^ijl 

if!^! 

1 rt 

X> 


h5 C5 


Cj d 

5 a 

tK® 

J-i 


'"go £PS» 3 « 2 f 

C3 *2 d § S3 . 


® * M3 

^ 3 cc 9 
‘^P'r 

05 . Z 

S £ * 

o g> 


05 

- 

£ .2 


* t nrg 
T3 p 
C rt 
d 


^ S3 

cj 

rr ° 


v *-' r* JR 

Of-H 2 £ 

03 C i— « 03 

S *£ . 00 rij 

H C S ^.2 5 

g .2 « S 5 g 

^.•+3 p- pP 


J5 


G +■> 


TJ 3 C 

Sj'*' 
o £ - 


PS 
d ” 

a , 


05 £ d 

o o a 
G ® 3 
« cd 

£ c 
crt - £ 


05 


«jg g 

<- . w 

03 K 

P- o cc J 2 

.12 rH d 
c/5 ;- 3 

12 d 

C0 CJ 


o 

tc « 
e 

fee > 


zn 

■< 

& 


Or-7c 

£ £ 

e 05 

nr- fee 
d^ t 
d 0 33 

0) 05 ° 


-8 t 

feC^ ® 

gs-S 

g 

05 -P 
cStd c! 

s g.s 

0 / ^ 3 

C5 P, S 

a o 


3 15 
: #- 


pJZI ^ 

■** « d 

are 

y i 

re 

p ^ 

£ 

jjI’I 

M a Sd 
g « « 

H P 

.§« $ 

.2 

p p 

9.1 1 


fe£’P « ST' 
.rr^-j-co 
■e cs. 12 '^ 

I §.r 

d^S M a 

• « CS 5 ) Jm 
a gj 

^ O -m P 
™ -P W 


a' 


vw 

Jh.S 

1 §® 

^ Mffl/P' 
-P CM 

*2 ^‘S 2 

d 05 ^ ^ 
08 pd 


— C5 

£« 
^ cc ^ 

a ^ « 
E'^SgS 

2 « cj ° 

• fee-p 

•P -n rj 3 

p 05 tar. a 5 
a rr 05 3 -p 

“S^-S£ 

rf) 

® §p P nr 

p J- pC 0) 

si's s -1 

^ 2 ,-g^l 

. § P 

•2* 05 3 08 tr, 

7G * O P _ P 

P nr d 05- 

«T3 P 05 > 

■|g | 6 * 
S-S^5 

•pyo^t, 

o 0/ 43 rH 

C |pp d o 

?i » : 33 

2 05^2 o « 

‘' s ' ,3 s-a-’s 

<jj *aj © a 

43^3 rd 
E-t 


Tl -5 

*s| 

CQ 


tO 00 
r» r* 




PUNJAB 


907 


a,® 


c3 

?h 

P 

CU 


* 

u 

"3 

3 


O 


a ?h . 

"4 003 5-1 

JDrH O 

3 <M a 

o © © 

■g* 2 M 

1 1a§ 

© ce 

10 a£- 2 

T3 ci ^ h 

l-sg.-* 

2 a) c$ & 

■”5 °-B 

r ®in a 1 $ 

.2 o.9^ 

fn 

© © C * CG' 

2 © 5 

© 

H H 


0 

p 

yj 

03 

1 

2 

S 

■g 

© ftj 

T 3 p 


O 

04 

18 

P 

O 

01 
P 

02 

§ 2 

©* 


© g 
■S 2 

■H rn 

§ 

© 

O. 


•8S 

_ r— I 

.c^ 
■£ 2 
U-| 

o ° 


'/>©? 

"“ t- 

’/) rH 

*3 50 


03 

04 
'P 

t 

o 

04 

© 


p 

o 


P 4 4^ 


o 

43 

S£ 


43 

Eh 


* 

P 

e3 

© »0 
H3 © 
t>» 
* *1 
*^o 

cc L» 
2 
EH 


5 ? 


O 

04 


oo 

02 

JH O 

C3 p 
■ © 
►^p 


Ip© 

*2 o 

o .5 +* 
° 

C£| 

• 02 , ' c3 


O O^CQ 00 
© “ (Tj S ^ 

H CQ SO ©"0 
^ ^ be s 
© c3 3-. 2r O 
© 03 wr.43 

*3 k s p !>>£? M 

©PS Op" 

s „a g 


5 CO 


£ rt 
P 3 
o w 


o 

o £3 

p w 

si 


42 g ^'.5 ‘S-52“ 

Hu&*% 

« s-fi 8 .2 

1 5 rO © 03 © '■O 


J-E- 


is S 


; g o 


■ . ? © 
> ^ C8 
© 


O 

Si,. 

, r o ^ 

'h o 

H 


P^> 

Jj.V 

» «p fci © p p 

J tc-P! © t 
3 42 Eh 5 £ © 

! 27 1 O ©P 

: § x-2 2 


pM S3 

O-S" 

Cw o 


p 

T3 


<•£ © ' 
°^l 
§20 
■•8Jg 

h w.g 

p rrj 

ill 

^ s 

t> © 
2-0 43 
JcjH 

- 0«H 

§55 0 


2 H 


■^•CO ,Ji 


© 

C8 > 5 r 2 S 

S 0 

Sh 

© 


;J 


g 2 g g.a J£© 

H CJ Ctf 43 P 3oi ft 
04©p4 xw)p£p; 

«srs*s , sl.i 

s 1'e' c ^ s a ” 

o Si3 ® J3 3 3 <k 53 . 

L Kn H 2 o C3 


n3 d 

p © 

g 0 - 


oj p x ftM r; 0 

«p 2^ ^.^P© g 0 .2 0 

f£ 6*1*11.8 s<8 

— 02 Pj cj b£_y c3 © P< Pi 
O C3 ^ o O ^ © P © © 2 
S+j oqh 04.h jd S & © h 
w S3 g 0 © © ^ ®0 C3 


CC 

K 

g 

pi 

O 

PS 

P4 

Q 

H 

Eh 

p 

& 


©"g c h»'c cPro 

b£ p P M O.rH ©»0 
ci rt H o CO 

i-sll ^“S 

^ "S os2 5 wC0 
__ S "* l " r 3 ^.2 * 

^©©pOr^O^ 

O Oj_c • M 43 
eS Op «h © ^ 

"6 S °“ ) g. 

ft O C Q ® ^ ® 

^ H H © 

,p H O ^ 73 

p' o 0 43 © p 

rp H ~ > r, G « W 

no q. P ^ P cc S 
© gj o"g S3 


s 

<1 

CO h» 

OD rg 


2 y . "So 

^ O o © cS 

oS^ls 

pP44 O'-' 

2 S p h ot 

0 rt[P r 4 n3 

glia's 

~ ~ § ® 
ft R « 

02 „ ^43 © 
oj 0^ p 
rt 4 O, 

ce r' 


N ^» 


J p ©2 ©^ g 

s S.-S S § 
©32^2 
u) § 2 2 ^2 

3 © — — 

* ce'P'ts h- O 

- © C-P w g 

>4 5 s u-, 
« © . . C3 

T3pa^ ^ 


S p-g ©p.s3 t 


S-S O U)o.-^^ 43 ^ ft.H 
O^'-p p p S-+J 

85 - ** 


•4= 

p © r: 
na jh jn *s 

*P rt '” J 
O m . n - _ 

rP © 0 © £ 

w _ p © o -o ■ 

£ J 3|- |0^ -;_ 

© -H 03 +3 ^ © O O —4 © 

43 O d 43 43 

Eh pIm Eh H 


! * fl 
3 © 
3^ « 
. - eS a 

:«So 

p 


* 3.2 no 2 

2 "H p 43 © 

4 O. O p P 

Jj CO -P 


1 00 


— S3 

P O 

© o © 


?g'Si 


P £ O 


P M a « a c © 
*-< P 43 cG _3 © 
O 4 © w O o o H S 

1 _g "2 g: ^ ^ 4 . 

> 4 s h O 4 bfl p © 

?/p 2* 


!»' © 

04 


© © 

^43 


^ o g 

® H g © 


cp © p w 

! 2 2 w o 

J ^h J3 rt) X 

04© 

L f S fl; «! ►, 
; tp 0^43 ?H 
* P w s so os 

J.pft w 

: eg co 0 © <$’ 
iP-W c343 o 
3 P p -P © 

Ig^l.s 

J _.rX ^.2 ^ 

.5 8 t» a "8 

J ^ P T3 *< 
20 S3 a 

00 


! 5 o.S 

O fl *3* rrj *2 

o.H C rf a 
» O 0 .13 p « 

! eB*»-*H 3 C O 4 


Recommendations made by Provincial Committees. I Our recommendations. 


908 


■So a 
g J 3 
a a> o 
R © P 
bC rt 
T3 03 ft 
S 3 

,rn R — • 

rt 

ft*" s 
St> c3 . 

a * » s 

1 


-M C3 

ft 6 O 
© rt O © 
M {V* © 

•a g-p £ 

73 2 ® f 

m; 

O ^ 

73 g.S'S 
© 

£ 


© © 73 +J © <4 

•K.P ©^p^^-g 

MS 2 g§ 8 


~ S . 5 
oa-’-S 2 a 

© +» o 3 2 

-jSgBss 

■3 81^'Slg 

J'S^ h-'O « 

cnna © a © R © 
d ,p 3$,P u_ 

s 1^0^ 

ft-S +* © so 

3 C3 e C 

O «5 X.S ^ , 
M — £ P 13 © 


£ fe fe-s d >*2 


.2 rt 

-ft £ 'S'p 

g 2 o. rt 


_c O © 4 -> H ■-+-. S» 

.ts 8 R S‘E*S 

W W m i/5 o ® o 
-C o *- [V. k. © 
-M Cu >S f-t 

© 3,2 P^ 

^^*s: • 15 -a'O 

o ^ S 3 PS 

CG O °flOo 

2 i 2^ s O « 

2 2 p* rt R ps 

. £ "o s -p S c 

3 p-i- 3 «> ci rt 


-» £ js 23 -R .*L 
03 2 ft rt ft p 

X o'S ©j3 .31 

-h +j -r ft o 
s © o •»*** 

n l, ri ai A 1 

a o .2 «- 2 ] 

g. - " 5 e 

8S|l8lI 

73 g.o£« fc-s 

•s-S'S.S.gsl 


» © > "ft C W 3 

►> S 4 J 

a 5.2«S t Sx 
•S : 2 2' rJ 'S^ 

a 

£ 5 *^ssa 

rrt 03 _s y A 
© +jT| -ft o Cl 

,f d p2.£ o §j~ ® 


* (0 >1 c ® 
c t£ ©.5 

.2 £ _ c -JS 

C3 , — • — . b «3 
• jh pQ a C p 33 

r 3 o © 5 j o 
VrX'j: P*X - 

£8 c °- 5 
.5 jj "i C 

M pi 1“ GC W .T- 

-2 .5 oirs 

£ o-c s o 

2 ,f -» C3 o rt 

^ a 

o £’© cs © 3 


:^!l!«i.| 

o§ S™ tt-S? 1 ? « 

g . p's’ 3 - 0 

1 2 1 s'? e 

«J“c : 5 J£ 

^3-< S to -Xn 8 

a L Ji'^S 
5 |.S M f 
.®^3 S| 5 «| £ 

a ®*o c P © £ 

S fc £ rg g £ o ^ -P 

S^SdUr-^iSt- 
ao5 h o i fl : c 

!T.S © < 4 -t s -ri r 3 <^— i 


©TJSP © 
2 g S3 *43 
.S.ft 5 *- 4 Cj 

ft £ 
o cr*^ o 



rt 

» s 

CO 

c 4 © 

© 

rt fcJO 

(h 

e in 

R - 

rt ^ 
Pu p 

© 

-p 

rt 

© 


3 

E ° 

C© 

o 

+>p 

V; 

rt 

2 o 


a 

© 

«+M 

sr? 

© , 
*-P ' 


©^!t- 
rfi c 

“"oSg 

“SSS^. 
a « S oj 

•°26« 
T> 1 a- 
3 2 2_ 
0^3 

W) 

n'Z'** C 
o © 

• St m « 


:n s i 


R 'rt ■h! Us S? o ■p 
r-c3 ^S^ccfeo of3 

^ Cj fl.H CCW r* r u 

So h*‘"~3*s£®. 

art «3 t-,p®O f rJ^P 
© c/j rtrt w t^D ft 

e- 8^1 S-SgaS 

p © rt ^ <g -£ s £ w 
.“^3 c rt .5^ O % 

C rt Ofl © £ 
a; - © ©2 w 2 h-j s M 

P Sol-ss'SgJS 

c« i P oq P © © 'T* c+ -‘ 

© £ ® © a rt •£ r- 

l-/ o W O CS I— 4 w P r— > 

til) Sh 

2JU3 ^©©hfimO^ 0 

Pw © © “2 © ^ -^ as 

V tn»P rt « UiN ®<4l O 

is © r p^'S.ft ^ 0 o g 

i 44 .8 8 

° cu^P „®mP?a°RR . 
5 5 9 3 o RiS § 2 © 

«■§ a £ o a fe g 

gcS^&'S^g-S^ss.si 

K PS ^ 


909 


«8 

a 


© 

o 

Q* 


•a 

•p 

* 


e3 sA 

©c* 
T3 oO 

.»2 
t- 
CQ CO 

*J 3 

H 


c8 

a 


*■» 

IS 

a> 

no 

00 
oo CO 

3 

Eh 


fiO 
©CO 
Ti Ojl 
CO 

•as 

la 

ts s 

TJ Cm 
fi s -" 

§t 

I a 

o © 

$ u 

** © 
3 

.2 0 
lc3 


C 

a 


’S'S 

-p fi 

IS o 

© 

HO LO 


no 

© 

O 

a 

a 

fi 


o 

o 

'■§ 

a 


Eh 


o 

a 


no 

© 

fi 

I . 
> 

•afi 

© l, 

a 

SJo 


4fi 

Eh 



eg d 

^ I 


rSi £ 

3 ^ 

09 *» 
'fi . 

o no 

a © 

a $ 




e» © 

*3 t> <— s’ PI « O' 

f “IS-f 8! £ to- 

^l-as^S-s- 

o3J§II-S.£ >>J o-^JiS «. 

l a «yi y|j§B“ 

,p© §‘43 fi** 

I ft ^a§ 3 "So^l ® 

«£■« l®-| 52 -° 8 *° 

® g. 23.3 S.-g^fS * 8-43 2 

fi o 

© ◄ kQ 


< - 

$ © : 

co o • 

HH 

£3 sp'" 

O Si 

p 
SZ5 
■<J 

tf 

*"*5 

u 

b—i 

PQ 


o 

gno 

2 2 
rO © 
P 
© fi 

si? 

5 H 


&H 

<1 

« 

s 

O 

aq 


2 p pO 


fi 

■PM {/J..M 


*> T3 cc nO 

B v © d 

!lt*N 


©.fi 

a £ 
o fi 
© 

r© tJ3 

3 75 . 

-fi rt $£ 

y> 

MTjt 

fi g 

'a®S5 

ja^ 

joIs 

©^ HjJ 

"3 

*-5 


EI&m 

41 » W 3 


fi 9 

©rrj "H 

©rfi 


© w ^ 

Q O rr, aU 

fi 

o"~* 


© 

c« 

a 


« 5, 

s« ® 




fi ■ g 

• a & “ & g 

■Mi 

j? Jjg^ 

8 8,H 

ds-g '2 ,a £ 

^ 2 S g-Cg 

aw .S-S 

MM M 0 fi fi O 

rfi d o -r ^ ©j© co>ms 

’* (gj OS'S'"® 
PQ p -p -p o w co 


© 

rO 


.J^.. 


Ill 

M tn -P 

^ ©*s 
-h g 

09 y a 

© © a 


© © 
®^s 

W +j 


^ fi ^ 


4 J fi 

%£ 

** © 

bJj^ 

«T5 


Sgo 

© 

no - 

© H 

T-ti 

H-t c/3 • pM 

3*2 

8 § 

bfl to 
©44 1 

m a 
*e3 o< 

®§ 

M fi 



-© .pco 

3*^ wi 

•8| 

fi 

-P © . 


fi^ 

.2 5 

-4-3 ^ 

fi.2 
.-Hd 
-p _ 


W) w 

.S8 js 


fi*2 
cs >■ 


«M TO 

'd 

3^3 

O fi . 

pfi 

00,0 CO 

s cS 

a82 

eg ca 

pO®4m q. 

M '©'-' 

42 to 
. S* rt o 

®3 eg (m Kr*CJ 

3tS S3 ® Jfg 

rg'^-B a 

8 »^s s 

Ppd © -r* » 

O -P pO <4 m 
dO «3 O © ^ 

O >-.C3 ^ 9 

«PrOpO © . Q 

_>» © S fi ° “ 
"S .r © d ^d 


-p d 

fi © 

8 h 


-p .a 


tv w ^ 

dp^-fi ^ d 

i ^ 

a’S 


fi 

fi^ 4 


© 
© fi 


o >mm u fi 2 

cfS “^'gT g g 

rfi h© * jd fi rf !C*cd 

-P O’© -P TO rO^ 00 

tp fiS fi 3 -fi m r ^ 
3*^rC fi g-S 

Xid n-H 5 5 

kj'd , 


.al ©^ 2 

r^ejea-P Op^a^ 


J o 

! © 


^a3^2^©o<«© 

© g^j Z.Zxm > 

• - ^ d ©IS ►»•** 3 

fi 5 fi © rO © H 
TJ ® ® © fi 




Recommendations made by Provincial Committees. J Our recommendations. 


910 


g 

e 
, o 


© 

JS 


© ►* 

cn ■— • 

| = 
43 © 


M 

© . 
no d 

11 

8f 

© o 

T3P 

a-s 

o © • 
svc. « 
ft 35 T3 
?! d d 

* o£ 

© 

cn p 

p 

no 

© 

P 

fa 

O 

ft 

ft . 

?! cn 

is supporte< 
banks. 

- fa 
d d 

*2 ° 
^ s 
g- 5 

2 « 
P ^ 

fa g 

O w 

^P3 

•^ © 0 

O 0 

cn ?! 

”"' d 

S3^ 

p 

S3 ° 

O fl 

no © 

5S 

CO fmmt 

fa <- 

?1 
rt ft 

.pi f** 

« =ce 

no _ 

? fa d 

Cp 

P O 
d 

no 5 

S3 .2 

P o 
d ft 

S3 fa 
© © 

2^ 
d-^ 
ftft 
© > 
cn P 

s a 

d p fa 
£ p © m 

© -43> 

S3 d 


.2 cn 

© p< 

a « ftJS 

S3 fa 

s s 

r* S3 


d © 

$c 

Jg O 
EH 

A 


8 S S 


r* Q> 
O'T - 


£ 5 


P © £ 




o; 


© 
•ft 
o C 

2 . W 

^ Cj ® 

O fa £ 
ft C3 ft 

M 3* 05 

t» 


© 
fa 
0 
cn 
d 
© 

a 

'd 
p 
S3 
© 

f-B S- 2 

&§ o ©*g 


& 

ft 


■s a g 


© 

0 


cn 


d ft 

1 u z* 

^ <n Kn 
© g® 
. — 1 d fa ft 

0 .2 © 1:3 

T3 C3 fa -ft -g 


ri ri4 n 


ft it 


w C3 M 

0 _ dr-H 3 

•S-SSfig^ 
2 © © S d 

1 §*&* 

( JS-S 

ft p 


© 

ft 


© 

^3 on ' 

*> ©.C^ 


S3 

O 

ft 


© ft b£ oo 

n cj 0, © 

r ■ fa ft C2 

H-p -p's 
S3 d cj 

© 2 in 

• CJ -0 W 

•a-g •g’° 

i « s& 

ft S3 +3 

g ci on rr-J 

5*8 &1 
w 3 « s 
P ft 

S3 2 ■£© 

•d 2 ft © 

o « o u 

■”? 'S * 

s 2 f. 13 
a>B « s 
J s^.s 

■** a • S^s 

44-, w ^ft ©CO 
O 2 £ 

d ^ © 53 : 

'ZS 8 8 u §4 
©rgft © 

8 52 2 ft o £° 
*i S S3 o £■ k» 
ft © d T j* d 

fth O-^Tj 

© ft © vn 

fa cn _ k» 

d S3. 6 d 
o © g*S ft 
,© pft rtr £ 


nO nO 


^ p © 

; ® | a §p © g^ft © § ® 

*iui§ -i°i^ i 

, o 55 . .. {J « w SK ^ si 

-© c ©.5*3 * 

s © d ft _* pj fa 

5 ft © p jg.2 d 

»^St3 °'^h„ 
feS $ « a * ® 
e o « a „ 0.2 

^ ^IssSl-g. 

)§,.§ £ c .saa 

S w >. p © p $ © 




•V S3 g 
- , p © oo 

-3 g ©^ 

cn § 

C © 2 -r3 d S® *■ 

5 oo «S g*- » 

Xs^a a 

^3 on § 68 Or§ 

n J.tJ Jj a 

2 S r^3 cn d 

f£J F ° 2 ^^rri 

Pi d d “ 

© c3 K © S’ 
^rS3 ^ S3 r §*^ rD 
,0+3 f_ S3 p d 

p P s^ »-» r o 
ro S3 S3 © d rz 
^3 ^ yep k ft g 

a 1*4 



p *a o o “ 
en S, 3 ta 8 g 

© M - A 2 

© g S3 ■£ ©^3 

2 ° *.S S u 

fthC^.Og I 

S q'li2 2 cs 

-! | s| s 1 

•s^fat'-a 


♦s &-„pi 

o ^ S3 
© w o a o.jg © 

fcJQ 

• S a^®'S«§ 

«g-g«gfc 

o3* g^« ® 
s 

_ M d'S" 0 | « 
C d ft © © © 

5 


M 

g a 

-o O >5 © d M p 
S- 4 l TS ^3 t> S3 

pp A'h.Sh o 

d ops- p 
© d ft 

mS'g -gS 2 fl 


*?S^ 


§ 


W 


oo d _ 

1®s 

PQ OQ 


.«-«£?§ I 

p © z: s3 u 

; d ft 


,. ■ ?J3 S B ft 

00 g O « 23 d ft 
»■— k ft.S3 ft o sd d 


911 


p tJO © O « 

A d OM JS 

P.5 p*"? P 
55 ft 

^S'g P^O 
58 fcfl- 0 CS-P 

© S ^ 

J8 -w e 3 

|.|*1^ 

^ 2 d§ 

^H-O | . 

*2 PnS 8 ®m 

^ ftd U-p fl 
g tn ^ O 

g.2 Sm '2 

p i» hO© 

E.i^.j § 

2 I'm j§ S.B 

s.gg£-a§ 

^ 2 >“ 

-P • i-O ^ 

© P3 -2 ■© q, o 
p-pjp ®.s 

© M3 P M3 r-P f— I 
J3 
«H 


-2 


c?J 

& 


o 

ft 

® 


-a 

p 

’5 


ft 

ri 

Jj 

O 


o 

ft 

® 


-d 

p 

‘5 


-p ^ 


-P 

H 


e3t> 

© r, 

jB 

to <p 
'£+* 
H 


© 

*p 


as 

S 

rt J3 

■ 2 § 

,®^o 

Id 

H 


bD 


£ 


gi 

u 

£ i 


*3 g 

<p.2 

p 

ClH P 

C P 

f1 

Ti w) 

2.2 
ftj^i 
ro fl 
« 
©dJ 
*ti 
^ d 

P P 
dS'” 1 

p 

03 

r d 2 

*§ J g 
gSg 

Ig| 

a ° g 

So* 
2;s a 
„ = £ 
J a ® 
* 2® 
y-s" 0 

s § * 

^p ©-d 

rg.P 
© P £ 
© p 

•p 0-0 

gp 08 

|j*1l 

«£§ 
Hi -P ft 


OQ 

§ 

55 

I— I 

t> 

§ 

PH 

P3 

<J 

tf 

H 

55 

W 

Q 


T? 

P 

ci 

<M 

rH 

t-H 

CM 


CS 

u 

ci 

3 

n? 

© 

» 

P 


m 


© CO --J CM 


P^ 


, © rs 


BS o 
p 

nS M3 

*c*a 

K co 


£ 


4 £ 

ft O 

a-$ 


TJ P 
P 

© 

^-P 

P 43 

^3 « i . • 

Q °°0 
p '■H 

ns o<m 

O P p-q 

P 2 P 


a 

P co 23 
© A g 
p p _ 
o _p 

«*h CO a, 

P" -1 rt 

© p © 

5l-| 

rtf bfi & •* ®* 9 

© P g 

rQ.M^ O ° 


w P P w P 

ftP 2 p 2 

p e8 £p 03 

CO P . 

CO 'o © 7? 

p 03 O oi 

® p rH 

ns © o Ol 

— O O r 
„ O 
P ©<M 

-» - rH 

(M 


<Tj 

P ns 


l> 

00 


ci 

ft 


© 

ft 


» -P 

M © 

3 P 
^ 08 

nr 5 


© — t~l MH m 

g 2.® «e 2 


-- u; 

grP 


*2 p os' 

•H pH 

r! fflH 

'5 >C0 
^ © 
p 


-£2 


■ O cb’P 

-h p eg 


p « 

C3 p ft.“H 
ft^ o5 to 
— \z> © O 


{^5 c3 
rn 

o 1 

“ JP 


|«-g «Es 8 1 


bfl 

P 


TJ • 

fl S 

©<N 


rP 
£ 

^'m'mP OP 

bC.p 

p g g © 5 p 

S w -O d o -P ■-> co 

-P -M d 

o qH ft 03 P P 
o ° O d © c3 © 

© aj SS ^ © 

** 1 gnSpO bli p 

|'5 g ft ft o o3 

^ilassg-s 

sillls °| 

£■» a - 3 S.-S^-S 

s g ® a «| g 2 

g ^ « 

u 

• M rH C9 CO Tf 
© ^ w ' 


P P 

-2 o p 

p ft 

p w 

°> 
p 03 © 

p _ t! 

J S S 


p 

2 H 

§nd 01 

§§ 
l © Lh w 

J ® O 

, p o _ 
P c 
«g O'” 
° ° >30 

grt.S 

d M 2 

. S © « 

'CP 

»C 


pO 

« 


© 

>-0 

*9 

o 

r-C 

m 

pp 

© 

p 

ci 


o 

-i4 


05 

pO 


CQ 

◄ 

« 

fi 

< 

s 


■p <— < "2 © 
fS c8’C f-. 

P Q 

p © “ . 
0 2^1 
2J^§ 


B 


P w pr 

2 h ° <u 

.’Sj-g S? 

a-a^ls 

iPo, © 

T -M ^ p 5 

ft ° o fl 

sg^og 


,,.2 ® 


rQ — W ►> Qj 

pJZj 

H!z H&hHH 



Recommendations made by Provincial Committees. Our recommendations. 
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Contractors for Government and public bodies should be allowed to arrange for I This recommendation is supported (para, 
the payment oT their “on account” bills through a bank, which would j 322). 
finance them on the security of their contract (para. 168). 





915 


O 

a 


£ > 

3^ 

© rj 

!h 

H 

3 
© j: 


o 

a 


3 

o 


•5 co 

CO 

3 5 

SS 

s’S 

3 3 
© 

TJ X 


g 3 


8 


H 

\~ 


© 

rs^* 

qo 3 

3 © 

5 s 

<B 2 

s® 

Mi ( _ - 

k 2 
© o 
S 3 

ST 

3 © 
M u 
c3Ph 

.2 © 
co +3 
2 
H 


£ £ 


•Si* 

•g O to 

S^gfe 

course 
obtain 
: indi- 
banks 

ci 

Fh 

3 

3 , 

t pre- 

CO 

O 

M 

CO 

© 

© 

P 

30 

© 

with 

pector 

© 

© 

3 

C 3 

*3 

-S ®3 

t*» 0 0 © 

M 

cj 

3 

ft 

deal 
5 Ins] 


Sr 3 © 

3D 

,-g > 

.> » §‘3 

© 

n 

3 

c 3 

O 

© 

© 

© 

p 3 


-,-, ,J 3 3 .3 g" 

1-3 “3 w I ►-) M d i 

° tJ-SS * h® “ 
a ■" a c-i SP^ a, 

3 i to h© 3 -h 

2 s & 2 ^S» h 

“jsenl 

loft 


S, ^ 'B 


63 


3 

o 

o 

Ti 

3 

3 


g 8 §3a.2% 
•J-g 8 Mm’S . 9 a 

S®’S|3g 

© © 3 *"3 3 
d,' — | W 3 4-> o 
OS 3 co 
TM mjz © 

O * - g 


© CO 


© 


© © 3 

CL"d w 3 4-> 

‘ 3 co 

to - ni 

' S-t 

CM ©q-4 © 

03 in 3' 
■g fc, g m* 1 8 a 
2j2_o Tjr d 3 C 

*s 4 2 ® a ^ 

.3 g 0 g 5 "fi 

‘ 1 & 50 


3 CM 


O 

© 

H 

Fq 

o 

<4-- 

-P 

© 

© 


^ o 
o-^ 

ft 

3 
to 13 
© T5 

‘3 05 
§■§ 
3 * 

P 


j© 

”© 


c0$ 

3g 
o ^ 


^ 3 w H g^g £ 3 

3 u© 3 d 3 3 c3 O 

§J> O g 3 3 3^’~ 

6 © bP § 3 

i»1 £ a . Sr 


.r- -JM O 

2 d •« 

3 co ^ c3 

loMM P P 

~4 -TOO k 3 

Cj J-(J ^ „ D- 

3 


~CO r c 

ei-g ©^ 

a4M *£. 



.h33' h « Jo p hn 
£33 gfl 3 .S 

M n 3 m g 

J§T P.PS^ 

■e 2 8 2 

Ifi’H £ 1 s-S §i 
a„° = § 5 “ 2 

© ® ©"O 

S ^-9 9 


o 

„ B '2 
3 m-95 m§ 
*3 



■s 

c 3 

s 

© 

O 

fc 


a) 

W 

Q 

£ 

HH 

> 

o 

Ph 

Ph 

Q 

W 

E-t 


© c3 

P 

’P.S 

3 

s © 

'X rC 
^ © 
o £ 

3 a. 


S| 

M* 


»H *• V W J* >H 

+) a ,r * M w 
§*-^£2,22 

^4 

P 

g-s 

at*P^Sg 

3 55 b 3 9 r; O 
'm 3 © T2 «+h 

© © h^us-ti © 

1 ^ 




® 2 

p d © -.2 s a 


« . 
fit 

© n n 6i0'3 © 

O w © c 3 c 
• TS £ SS^f-a 

"TSTS'i La. P © 

3 d -S 7=! 3'3 


U 

■s- 


cS 

a 

s— • 

t 

o 

a 

2 


© rH 

•S 6 

»§ 

H 


TJ 

© 

M 

3 

© 

a 

a 

o 


t >4 

"Sb 


s -a 


3 © 

CL 

a © 
S '- 0 
S 5 8 


© 

rX 

3 

3 

JD 


> 

8 

a 



in our 









